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Year ended December 31
(doliars in thousands, excepl per share amounts)

Total Revenues®

CAD®

CAD per share (diluted) @&

Net income (loss}

Net income {loss) available to shareholders

Net income {loss) per share (diluted) ®

Dividends per share @

Weighted average shares outstanding for net
income calculation (dilutive) @

Weighted average shares outstanding for
CAD calculations (dilutive) B«

{1} Adjusted la exclude Consalidated Partnerships.
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(2) Centerline believes Cash Available for Distribution ("CAD™) is helpful ta investors in measuring the performance of our Company. CAD
represents net income (compuled in accordance with GAAP), adjusted for certain items as illustrated in Note 24 to the consolidated financial
statements. There is na generally accepted methodology far computing CAD, and the Company's computation of CAD may not be compa-
rable to CAD reparted by other companies, CAD does not represent net cash provided by aperating activities (determined in accordance with
GAAP) and should not be considered as an alternative to net income (determined in accordance with GAAP), as an indication of the Com-
pany's perfarmance, as an alternative 1o net cash provided from operating activities (determined in accordance with GAAP), a5 a measure of
our liguidity, or as an indication of our abitity to make cash distributions.

(3) Includes common and Convertible Community Reinvestment Act (“CRA") Preferred shares, excluding 4.4% Convertible CRA Preferred shares.

(4) Dilutive securities inctude share options and restricted comman shares granted to employees. In accardance with accounting rules, no
comman share equivalents aze included in the 2007 weighted average shares when there is 2 net loss after dividends for the 4.4% Convert-
ible CRA Preferred Shates and subsidiary equity units are not included in any calculations, as the effect is anti-dilutive.

{s) Excluding expenses from the December 2007 band re-securitization.

{6} Excluding the loss from the December 2007 bond re-securitization.

Cautionary Statement for Purposes of The “Safe Harbor” Provisions of The Private Securities Litigation Reform Act of 1995

This Annuol Report on Form 10-K contains forward-looking state-
ments. These forward-looking stetements are not historical facts,
but rather our beliefs and expectotions that are based on our current
expecltations, estimates, projections, beliefs and assumptions about
our Company ond industry. Words such as “anticipates,” “expects,”
“intends,” “plans,” “believes,™ “seeks,” “estimates” and similar
expressions are intended to identify forward-looking statements,
These statements are not quarantees of future performance ond are
subject to risks, uncertainties and other factors, some of which are
beyond aur cortrol, are difficult to predict and could couse actual
results to differ materially from those expressed or forecasted in the
forward-looking statements. Seme of these risks include, among
other things:

* odverse chonges in real estate morkets, generol ecoromic and business
ronditions;

* ddverse changes in eredit markets ond risks related to the form and struc-
ture of our financing arrangements;

s our ability {o generate new income sources, raise capital for investment
funds end maintain business relationships with providers ond users of
copital;

» changes in opplicable laws ond regulations;

* our tax treatment, the tax treatment of our subsidiaries and the fax treat-
ment of our investmernts;

* competition with other companies;

* risk of loss from direct and indirect invesuments in commercial marigege-
backed securities (“CMBS ™} and collateralized debt obligations (*CDOs");

» risk ofloss under mortgage banking loss sharing agreements; end

* risks associgted with providing credit intermediation.

We caution you not ta place undue refionce on these forward-ipoking stofe-
ments, which reflect sur view only 05 of the dote of this annual report.




A QUALITATIVE CHANGE

Our focus is to deliver value for
our shareholders and clients.
That has never changed and will
never change. But we have
transformed to an alternative
asset manager. In the truest sense
of the word, it’s a qualitative
change. In hindsight, we’re presuent.
Intruth we re pract|cal (S

.. We have worked tirelessly
since then to position our company
to take advantage of the altered
state of the capital markets so we can
do what we do best: buy, watch, fix.




MARC D. SCHNITZER
CHIEF EXECUTIVE OFFICER
AND PRESIDENT

(RIGHT)

LEONARD W, COTTON
VICE CHAIRMAN
{LEFT)
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DEAR FELLOW
SHAREHOLDER!

A TRANSFORMATIVE YEAR

Last year we launched our new brand, with the theme: Pragmatic Entrepreneur.
If ever there was a year for pragmatism, it was 2007. In the midst of one of
the most volatile credit markets in history, Centerline produced solid financial
results and achieved several key milestones.

While our stock performance suffered, as was the case for virtually all
participants in the real estate finance and investment sector, we are proud
of our achievements for the year. We also laid the groundwork for how we
will continue to navigate the choppy waters we expect in the year ahead.

As we move forward, positioned as an alternative asset manager focused on
real estate funds and financing, we are prepared to address the continuing
stormin the credit markets.

Centerline’s business today is based on fees generated by sponsoring,
raising and managing real estate debt and equity vehicles. While some areas
of our business had magnified exposure to the credit crisis, other areas
performed extremely well in 2007. Our performance in the midst of a market
downturn demonstrates the value of our diverse operating platform.

We ended the year with over $11.9 billion of assets under management,
a 20 percent increase over 2006. '

2007 was a year of change. It began with our name change and branding
initiative—to Centerline Capital Group from CharterMac—meant to simplify
our story and establish a unified identity and message for our company.
We restructured our business lines into four interdependent business groups:
Affordable Housing, Commercial Real Estate, Credit Risk Products and
Portfolio Management.

At the end of the year, we completed the strategic transformation of our
business. For the past several years we have been moving closer to becoming
an alternative asset management firm—a business model we believe

is inherently more stable than the spread investing undertaken by our
bond business.

This transformation became a higher priority as it became increasingly clear
the bifurcation of our business model between our interest-rate sensitive
bond business and our asset management business complicated our story
and made us difficult to be understood by the investment community.

With $2.8 billion of affordable housing bonds on our balance sheet, the market
viewed us largely as a mortgage company.

Recognizing that real growth lies in increasing our assets under management,
we analyzed ways to monetize our bond portfolio in the most efficient

and effective manner. On December 28, 2007, we completed a $2.8 billion
re-securitization of our bond portfolio with Freddie Mac. Under the terms

of the transaction, we retained a high-yielding subordinate position in the bond
portfolio, providing us with ongoing cash flow. With completion of the

bond securitization, the structure of our remaining bond business is closely
aligned with the asset management structure we utilize in our other businesses
because we remain the primary and special servicer for the bonds.




A TRANSFORMATIVE YEAR
{conTINUED)

AFFORDABLE HOUSING

COMMERCIAL
REAL ESTATE

The Freddie Mac transaction materially improved our risk profile by reducing
the funding and interest rate risk inherent in our liability structure.
Centerline has a leaner balance sheet, improved credit metrics and an
increased percentage of revenues derived from asset management
services. We are now a low-leveraged company. In connection with the
Freddie Mac transaction, we restructured our corporate debt facilities,
resulting in a net reduction of corporate debt of $120 million, including
liabilities associated with the transaction.

Qur timing could not have been more opportune. Since we completed the
Freddie Mac transaction, the Tender Option Bond (TOB) market in which

we financed our tax-exempt bonds has essentially shut down. Funding costs
have increased significantly and there is little, if any, liquidity. Had we not
completed the transaction with Freddie Mac when we did, our Company
would be facing a very difficult, expensive environment to fund our bond
portfolio, with little, if any, spread income.

Affordable housing remains an integral part of who we are and what we do
at Centerline. Throughout market cycles, affordable housing continues

to be a stable, proven asset class. And Centerline continues to be a proven
market leader. 2007 was another solid year for Centerline’s Affordable
Housing Group, which raised nearly $1.2 billion for various low-income
housing tax credit funds.

Since the beginning of 2008, we have seen a changeover in the affordable
housing investor base, driven by reduced investments on the part of
traditional players such as Fannie Mae, Freddie Mac and some commercial
banks. We are experiencing greater interest from insurance companies

and other investors as yields rise and become increasingly attractive in light
of current interest rates. Our deal pipeline is growing as developers align
their expectations of what they can earn with higher investor-yield
requirements. As our experience has proven, market disruption generates
a flight to quality that inspires investors and developers alike to deal with
industry leaders such as Centerline. Consistent with our strategy, and unlike
many other market participants, we ended 2007 with very little unsold
deal inventory, which will enable us to build our book of business this year
based on current market pricing.

Business in our Commercial Real Estate Group has been impacted by market
forces beyond our control or the control of any other participants in the

real estate financing and investment industry. The CMBS market is stalled
and has been since August. Nevertheless, we cannot over-emphasize our
belief that the disruption in the CMBS market is a technical and fear-driven
reaction rather than instability in commercial real estate fundamentals—
and does not reflect credit quality in our portfolio or the commercial real
estate market in general.




COMMERCIAL
REAL ESTATE
(cONTINUED)

CREDIT RISK PRODUCTS

Across market cycles, our CMBS strategy has always been: buy and hold.
Currently, we have three CMBS funds under management, with nearly

$1.5 billion of committed investor equity. Our first fund has surpassed

its return hurdle, returned all of its capital to its investors and should
continue providing a yield to investors untitit liquidates. Our second fund has
been fully invested and permanent, matched-term financing has been put

in place. The second fund is generating incentive income to the Company
and its asset quality remains stable. Qur third fund, which we raised

in August of last year, experienced some issues in the beginning of 2008
resulting from interim market valuations on its assets. In accordance

with our longstanding strategy, we utilized a modest level of repurchase
financing to accumulate assets in this fund. However, due to lack of trading
in the secondary CMBS market, credit spreads widened dramatically

and comparable market data evaporated, causing the current market value
of the assets in the fund to decline temporarily. This confluence of events
resulted in margin calls by our financing providers. We arranged two-year
bridge financing that allowed us to repay the fund’s repurchase financing

in full and now protects the fund’s assets from mark-to-market volatility.
Our swift actions enabled us to preserve the value of our investors’ capital.

Our Commercial Real Estate Group experienced the greatest opportunity
in the latter half of 2007 with its agency lending platform. Because the
conduit market slowed down last summer, agencies have been among the
few reliable executions for multifamily financing. We originated $961 million
of multifamily mortgage loans on behalf of Fannie Mae and Freddie Mac

in 2007, a seven percent increase over 2006 agency volume, We were the
first lender to receive fully delegated lending status from Freddie Mac as
a targeted affordable housing lender, which accelerates our ability to
deliver loans to Freddie Mac without prior approval. Our agency servicing
portfolio totaled $8.5 billion at year end, providing us stable and

ongoing revenue.

Our agency business continues to be strong as we move into 2008. In the
first quarter, we closed an $80 million loan on behalf of Fannie Mae,
our biggest loan for Fannie Mae to date. We expect our agency volume to
be steady and we expect to expand our agency lending capabilities as
2008 progresses.

Centerline Financial LLC, part of our Credit Risk Products Group,
received AAA-counterparty rating as a credit-derivative products company
from Standard & Poor’s at the end of 2007. A counterparty rating allows

us to provide credit default swaps directly to third parties, without paying
additional fees. We also can employ our AAA-rating to credit-enhance
affordable housing debt for third parties. Given the current unrest wit mono-
line insurers, we anticipate ample opportunity to pursue third-party
business, on a selective basis, at very attractive pricing throughout 2008.




PORTFOLIO MANAGEMENT Centerline’s success this year would not have been possible without our
Portfolio Management Group. Our core strategy is: Buy. Watch. Fix.
We invest diligently, monitor performance vigilantly and rectify problems
quickly. Our Portfolio Management Group is the foundation of our watch
and fix capabilities. The ability to raise our next investment fund is contin-
gent upon our prior performance and our Portfolio Management Group
seeks to ensure our assets perform on par with our investors’ expectations.
When an investment undergoes difficulty, we have the proven ability
.S t0,develop and implement effective timely solutions. Our special servicing
*fx@ platform carries the industry’s highest ratings from Fitch and Standard

... and Poor’s,

" Throughout 2007, delinquencies within our CMBS portfolio stayed at

o g geall time lows. As of December 31, 2007, Centerline was the named special
S servicer on a portfolio of over $116.9 billion. Only $334.7 million was
delinquent, representing 0.30 percent of the entire portfolio, as compared
to the industry average of 0.39 percent as reported by Trepp, LLC at

December 31, 2007.

Our agency (Fannie/Freddie) loan servicing portfolio maintained strong
credit performance as well. As of December 31, 2007, two loans, with

an outstanding balance of $14.1 million, were delinquent, representing only
0.16 percent of our $8.5 billion loan servicing portfolio.

SECURING THE FUTURE In today’s world, our competitive financial advantages lie in asset manage-
ment. Increasing our assets under management will remain the main focus
of our growth strategy as we move forward.

2007 has heen a year of tremendous challenges and achievements. We are
grateful to our employees, shareholders and clients for staying the course,
though we acknowledge it’s been a bumpy ride at times. We believe in our
future as a premier alternative asset management company and the ability
of our board and management team to guide us there, On behalf of everyone
at Centerline, thank you for your continued support,

ANNUAL MEETING Centerline invites you to join our annual shareholders’ meeting on Thursday,
June 12, 2008, at 10:00 a.m. The meeting will be held at the offices of Paul,
Hastings, Janofsky & Walker LLP at 75 East 55th Street, New York, New York.

Respectfully,

M. A/fhf

Marc D. Schnitzer

CEG and President
Cenzerline Capital Group

Ll

Leonard W. Cotton

Vice Chairman
Centerline Capita! Group




EXECUTIVE COMMITTEE J. LARRY DUGGINS DONALD J. MEYER NICHOLAS A, C. MUMFORD

(L TO R) EXECUTIVE MANAGING DIRECTOR CHIEF INVESTMENT OFFICER EXECUTIVE MANAGING DIRECTOR
COMMERCIAL REAL ESTATE CREDIT RISK PRODUCTS
JOHN E. D AMICO
ANDREW J. WEIL GENERAL COUNSEL JUSTIN E. GINSBERG
EXECUTIVE MANAGING DIRECTOR SENIOR MANAGING DIRECTOR
AFFORDABLE HOUSING AFFORDABLE HOUSING
ROBERT L. LEVY PAUL G, SMYTH
CHIEF FINANCIAL OFFICER SENTOR MANAGING DIRECTOR
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Strategy

BUY.

We invest prudently

Because we know how to assess
and manage credit risk, our
investment decisions are informed,
astute and designed to provide
returns—in any capital market
environment, Our success is
proven in our track record of
delivering results.

WATCH.

We monitor performance
vigilantly

Our investments are long term;
we buy and hold. We watch our
investments carefully, We perform
our due diligence before we
invest and remain unwavering

in our vigilance throughout the
term of the investment.




Our attention remains steadfast
to ensure our core businesses —
affordable housing and com-
mercial real estate —and our
platform of services and assets
under management continue
o perform well. Truth is, we
never waiver from our operat-
ing principles of buy, watch,
fix. Times like these test the
mettle of even the most experi-
enced commercial real estate
professionals. We have the
right leadership and a strategic
vision grounded in reality to
carry us forward in 2008,
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Revenue Composition*

Revenuaes adjusted 1o evelude
he inpact ot consalidated
parinerships. Al includes
l"-lu“y mnaene.

FU" Year 2007 Investment

Management
[nvestment 39%
[ncome
3[4

2007 Revenue Composition Per Business Group

Investment Management 35% Trvestment Income 63%

Investment Management 61% T estment Income 2947

Investment Management 40% Tnvestment Income 0%

Tovostment Tacome 2377 Transactional 75%

lovestment Managemem 25

Lur revenue and cquity
incame are derived primarily
from three sources:
investment managemens fee
transactional fees and invest-
ment incomne. As our evolutic
into an alternative asset
INATLIECE CODLINULS, W CXpe
maore of our revenues and
equity income will be from
investment management fee

Investment management
fees include fees we receive
from affordable housing
fund sponsorship, asset man
agement and loan servieing
as well as porformance based
{ees for managing our
commercial real estate funds
Transactional fees include
fees from credit intermediatic
activities and loan origina-
tions, lmvesunent incone
includes interest income recely
from our balance sheet invest
ments as well as income fror
OUT CO-TNYeSHIENEs m our
comincretd real estate funds

Transactional 2%

lable
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Competitive Strengths

Centerline’s competitive strengths can be
summarized as: action, leadership, longevity,
vision, perseverance, market savvy, adaptability, Our bond securitization with
stability and superior products and service. freddie Mac at the end of
Our leaders have survived many market cycles the year was a major milestone

in our transfoermation from
and know how to guide through tough times. a spread investor to an alternative

. . . . . asset management company
We have confidence in our strategic vision, the focused on real estate funds
dedicated people at every level of our company and financing.

and our operational platforms.

? 3

Qualitative Change

- Progressive Strategies Credible Progress
The tender-option bond market in Real estate investors and lenders require assurance—and proof—their assetfs are
which we financed tax-exempt in supremely capable hands. Credibility remains paramount but is meaningful only when
bonds is at a standstill. With bonds distilled to performance. Qur special servicing platform is the highest-rated in our
off our batance sheet and fixed- industry. Real estate is cyclical and we have managed through many cycles. We understand
rate long-term financing in how critical timing is to maintaining asset value and remedying problem loans. in other
place, we're better insulated from words, our special servicers seek t0 ensure asset performance, but when things break, we fix
ever-increasing funding risks thern quickly.

and decreasing liquidity in the
bond markets.

Diversified Platform Pragmatic Results
Affordable Housing Centerline has been a market leader since inception of the At December 31, 2007,
low-income housing tax credit (LIHTC) in 1986. We continue to set the benchmark we had $11.9 billion

for the affordable housing industry in the 47 states where we finance properties. of assels under management.

Commercial Real Estate We offer financing at every level of a property’s capital
structure. Our broad spectrum of financing and investment products are tailored
to meet specific project and client requirements for multifamily, office, retail,
industrial and mixed use.

Portfolio Management We monitor every loan we originate or acquire. Qur special
servicers detect issues early and develop solutions to preserve investments
throughout their life cycles. Our special servicing platform has earned the industry’s
highest rating.

Credit Risk Products Centerline Financial, a subsidiary of Centerline, provides credit
intermediation in the form of credit default swaps (CDS) to the affordable multifamily
housing industry. Centerline Financial received a AAA-counterparty rating from
Standard & Poor's in December, 2007.
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CeNTERLINE Houping Company Secectep ConsoLinaTEn FinanciaL Data

(in thousands, except per share amounts)

The information set forth below presents our selected financial data. Additional financial information is set forth in the consolidated financial statements and
notes thereto.

Year Ended December 31,

20079 20062 2005 @ 2004 %W 20039
Revenues $ 572927 $ 387,259 $ 295,007 § 232,432 $ 152,240
Expenses $ 632,303 $ 460,647 $ 351,658 $ 234,214 $ 87995
(Loss) income before income taxes $ (55,621 $ 47.7;86 $ 30437 $ 48120 $ 60,514
Net (loss) income $ (60,128 $ 41294 $ 59014 $ 65,363 $ 66,586
Net (loss) income available to

shareholders © $  (64,885) $ 36542 $ 56,994 $ 65,363 $ 61,248
Net (loss) Income per share ©
Basic 3 (1.19) $ 0.63 % 0.98 $ 1.19 $ 131
Diluted $ {1.19) $ 0.62 k3 0.98 $ 1.19 $ 1.31
FINANCIAL POSITION
Total assets $ 9,491,588 $ 9,687,971 $6,968,757 $5,737.221 $ 2,581,169
Notes payable $ 505,888 $ 501165 $ 304,388 $ 174,454 $ 153,350
Financing arrangements and

secured financing $ 562,502 % 1,801,170 $ 1,429,692 $1,068,528 % goo,008
Preferred shares of subsidiary:

Subject to mandatory repurchase $ 273,500 $ 273,500 $ 273500 $ 273,500 $ 273,50
Not subject to mandatary repurchase $ 104,000 $ 104,000 $ 104,000 $ 104,000 $ -
DIVIDENDS
Dividends declared per share @ $ 1.68 $ 1.68 $ 1.65 $ 157 $ 1.37

(1) n December 2007, the re-securitization of our mortgage revenue bonds resuited in a foss of $77.9 million before minority interest allocations (see Note 4 to the conselidated
financial statements).

(2) Includes Centerline Investors beginning in August 2006, and includes $29.z million of expense {ar $0.50 per basic and diluted share) related to a veluation allowance recorded
against deferred tax assets (see Note 20 to the consolidated financial statements).

(3} includes o $22.6 million non-cash pre-tax charge ($12.3 mitlion after tax, or $0.21 per basic and diluted share) related to the write-off of the “Related Capital Company™ trade-
name intangible asset (see Note g to the consolidated financial statements).

{4) Reflects adoption of FASB Interpretation 46(R), Consolidation of Variable Interest Entities (“FIN 46(R)7), as of March 31, 2004 (See Note 1 to the consolidated financial state-
ments). .

(5} Includes CAHA beginning in November 2003,
{6) Includes common shareholders and Convertible CRA shareholders.

(7} Distributions per share are the same for both common shares and Convertible CRA shares.




CenterLine Houpinvg Company Consorinaten BALANCE SHEET

{in thousands, except per share amounts)

December 31,
2007 2006
ASSETS
Cash and cash equivalents $ 137,111 $ 178813
Restricted cash 32,54 14,937
Investments:
Available-for-sale (Note 6) 938,378 2,501,560
Equity method (Nate 7) 38,760 40,546
Other (Note 8) 184,200 191,486
Investments in and loans to affiliates (Note 22) 107,175 65,181
Goodwill and intangible assets, net (Note g) 504,273 541,050
Deferred costs and other assets, net (Note t0) 140,902 107,969
Consolidated partnerships (Note 23):
Investments
Available-for-sale 1.782,543 1,317,136
Equity method 4,178,206 3,598,009
Other 414,377 176,502
Land, buildings and improvements 661,380 617,914
Other assets 371,735 336,868
Total assets $ 9,491,588 $ 9,687,971
LIABILITIES AND EQUITY
Liabilities:
Notes payable (Note 11) % 505,888 $ 501165
Financing arrangements and secured financing (Note 12) 562,502 1,801,170
Accounts payabie, accrued expenses and other liabilities (Note 13) 313,252 213,799
Preferred shares of subsidiary (subject to mandatory repurchase) (Note 15) 273,500 273,500
Consolidated partnerships (Note 23):
Financing arrangements 1,128,376 687,719
Notes payable 458,367 615,977
Repurchase agreements 410,589 243,955
Due to property partnerships 970,602 971,864
Qther liabilities 193,020 180,639
Total liabilities 4,816,096 5.579.788
Minority interests in subsidiaries, net of tax (Nate 15) 176,716 247,390
Preferred shares of subsidiary {not subject to mandatory repurchase) (Note 15) 104,000 104,000
Redeemable securities (Note 16) 69,888 -
Limited partners’ interests in consolidated partrerships (Note 23) 3,782,912 2,806,661
Commitments and contingencies (Note 25)
Shareholders' equity (Note 17):
Beneficial owners equity:
4.4% Convertible CRA preferred shares; no par value; 1,060 shares issued and
outstanding in 2007 and 2,160 shares issued and outstanding in 2006 51,281 104,498
Convertible CRA shares; no par value; 5,306 shares issued and outstanding in
2007 and 6,552 shares issued and outstanding in 2006 66,879 98,603
Special preferred voting shares; no par value; 14,298 shares issued and outstanding in
2007 and 14,825 shares issued and outstanding in 2006 143 148
Common shares; no par value; 160,000 shares authorized; 53,943 issued and 50,567
outstanding in 2007 and 52,746 issued and 51,343 outstanding in 2006 592,505 708,038
Treasury shares of beneficial interest -~ common, at cost; 3,376 shares in 2007 and
1,403 shares in 2006 {64.312) {28,018}
Accumulated other comprehensive income (104,520) 66,863
Total shareholders’ equity 541,976 950,132
Total liabilities and shareholders’ equity $ 9,491,588 $ 9,687,971

See accompanying notes to consolidated financial statements




CrnTerLINE Horping Company CONSOLIDATED STATEMENTS OF OPERATIONS

(in thousands except per share amounts)
Year ended December 31,

2007 2006 2005
Revenues:
Mortgage revenue bond interest income $ 150,609 $ 156,500 $ 146,024
Other interest income 58,088 34,159 16,162
Fee income 94,290 90,946 90,047
Other 11,019 15,998 14,908
Consolidated partnerships (Note 23):
Interestincome 195,203 51,728 5,129
Fee income 738 100 -
Rental income 55,541 30,701 18,824
Other 6,539 7,127 4,003
Total revenues 572,927 387,259 295,097
Expenses:
Interest 145,236 97,853 57,098
Interest —consolidated partnerships (Note 23) 100,321 47,926 26,322
Interest — distributions to preferred shareholders of subsidiary 18,898 18,898 18,898
General and administrative (Note 18} 182,484 160,786 125,39
Depreciation and amortization 45,099 45,395 43,795
Write-off of goodwill and intangible assets 7,226 2,644 22,567
impairment of mortgage revenue bonds and other assets 20,008 5,003 4,555
Other expenses of consolidated partnerships {Note 23) 113,031 82,142 53,028
Total expenses 632,303 460,647 351,658
Loss before other income (59,376) (73,388} (56,561)
Other income (loss):
Equity and other income {loss) {5,165) 1,978 7.037
Repayment of mortgage revenue bonds and sales of other assets 11,151 18,370 8,062
Loss on re-securitization of mortgage revenue bonds (Note 4} (77,903) - -
Investments held by consolidated partnerships, net (Note 23} (341,107) (278,232) (247,986)
Loss before allocations (472,400 (331,272} {289,448}
(Income)/Loss allocations:
Preferred shares of subsidiary (6,225) (6,225) (6,225)
Minority interests in subsidiaries, net of tax (Note 15) 24,111 (16,094) (23,421)
Limited partners of consolidated partnerships, net (Note 23) 398,893 401,377 349,531
{Loss) income before income taxes (55,621} 47,786 30,437
Income tax (provision) benefit (Note 20) (4,507} (6,492) 28,577
Net (loss) income (60,128) 41,294 59,014
Preferred dividend requirements (4,757} (4.752) {2,020
Net (loss) income available to Common/CRA shareholders $ (64.,885) $ 136,542 $ 56,994
Net (loss) income per share (Note z1):
Basic $ (19 $ 0.63 $ o098
Diluted $ (119 3 0.62 $ o098
Weighted average shares outstanding (Note 21):
Basic 57175 58,154 58,018
Diluted 57,175 58,711 58,291
Dividends declared per share $ 1.68 3 1.68 $ 1.65

See accompanying notes to consolidated financial statements
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CanterLINE Horping CoMPany ConsoLIpaTED STATEMENTs oF CasH Frows

{in thousands)
Year Ended December 31,

2007 2006 2005
Cash Flows from Operating Activities:
Net (loss) income $(60,128) S 41,294 $ 59,014
Reconciling items:
Gain on repayment of mortgage revenue bonds and other assets (803 (1,055) {1,561)
Impairment of mortgage revenue bonds and other assets 20,008 5,003 4,555
Loss on re-secutitization of mortgage revenue bonds 77,903 - -
Depreciation and amortization 45,009 45,395 43,795
Equity in unconsolidated entities 5,165 (1.979) (7.037)
Distributions received from equity investees 149 4,469 3,702
Write-off of goodwill and intangible assets 7,226 2,644 22,567
Income allocated to preferred shares of subsidiary 6,225 6,225 6,225
income {loss) allocated to minority interests in subsidiaries (24,111) 16,094 23,421
Non-cash compensation expense 29,019 16,425 8,751
Other non-cash expense 9,406 685 2,940
Deferred taxes 3,147 2,423 . (28.178)
Reserves for bad debt 4,052 6,961 : 4,986
Change in fair value of interest rate derivatives : 34,740 (203) . 203
Changes in operating assets and liabilities, net of acquisitions:
Mortgage servicing rights (10,598) (8,648) {(7,520)
Mortgage loans held for sale 29,002 31,288 (125,797)
Deferred revenues 8,046 24,167 10,210
Receivables 40,365 (72,659) (43,279)
Other assets 4,659 (18,426) (140)
Accounts payable, accrued expenses and other liabilities 31,313 4,206 19,590
Net cash flow from operating activities 259,884 103,309 (3,553)
Cash Flows from Investing Activities:
Sale and repayments of mortgage revenue bonds 1,658,900 115,600 133,611
Acquisition and funding of mortgage revenue bonds (226,393 (419,940) {443,517}
Acquisition of mortgage loans held for investment (269.,102) (5,473} (34.401)
Repayments of mortgage loans heid for investment 299,862 48,939 3,039
Acquisitions, net of cash acquired - (262,659} (290)
Advances to partherships (210,209) (195,044} (146,977)
Collection of advances to partnerships 221,805 188,711 138,981
Deferred investment acquisition costs (2,040) (1.474) (2,397)
{Increase} decrease in restricted cash, escrows and other cash collateral (135,144} 19,244 317
Return of capital from equity investees 90 16,667 -
Purchases of CMBS and other available-for-sale securities (305,620) (109)
Sale of CMBS and other securities 276,393 - -
Loan to AMAC {62,685 (15,000} 4,600
Investment in AMAC shares (12,285) - -
Equity investments and other investing activities (15,338) (30,045) (21,221)
Net cash flow from investing activities 1,218,354 (540,583) (368,755)
See accompanying notes to consolidated financiol statements
Continued




CEN'['I{HLINI‘: Howmne COMPANY CONSOLIDATED STATEMI—:NTS OF CASH FLO“’S — CONTINUED

(in thousands)
Year Ended December 31,

2007 2006 2005
Cash Flows from Rnancing Activities:
Repayments of financing arrangements (2,000,273) (1,028,533) (185,369)
Proceeds from financing arrangements and secured financing 761,605 1,409,098 546,632
Distributions to shareholders (104.436) (104,168) {96,581)
Distributions to preferred shareholders of subsidiary (6,225} (6,225) (6,225)
Distributions to minority interests in consolidated subsidiaries (37.617) {35.580} (34.677)
(Decrease} increase in notes payable (8s5,277) 244,679 130,434
Minority interest contribution 3,100 5,250 -
Proceeds from stock aptions exercised 678 756 3,804
Retirement of minority interests and special preferred voting shares (z.111) (724) (2)
Treasury stock purchases | (36,294 (20,447} -
Issuance of preferred shares - - 108,000
Accounts payable, accrued expenses and other liabilities 31,313 4,206 19,590
Deferred financing costs (12,090) (9,305) (3.700)
Net cash flow from financing activities (1,519,940) 454,792 462,316
Net (decrease) increase in cash and cash equivalents {41,702) 17,518 90,008
Cash and cash equivalents at the beginning of the year 178,813 161,295 71,287
Cash and cash equivalents at the end of the year $ 137,11 $ 178,813 $ 161,295
Supplemental information:
Interest paid $ 22,843 $ 94,713 $ 55,771
Taxes paid $ 2924 $ 1,204 $ 768
Non-cash investing and financing activities:
Exchange of mortgage revenue bonds for Freddie Mac certificates $ 442,140 $ - $ -
Share grants issued $ 28,445 $ 41,767 $ 3706
Conversion of minority interests to common shares $ 5,161 $ 1,954 $ 488
Treasury stock purchases via employee withholding $ 2951 $ 436 $ 4165
Cancellation of acquisition - related SMUs $ - $ (4076 $ -
Issuance of SMUs in exchange for investment or acquisition $ $ - $ 1,576
Acquisition activity:
Conversion of existing assets % - $ 14,221 $ 70,000
Issuance of subsidiary equity - 4,859 . 7.500
Decrease in minority interest - (4,200
Assets acquired - (341,248) (90,530}
Liabilities assumed - 59,500 16,940
Net cash paid for acquisitions $ - $ (262,659) $ (200

See accompanying notes to consolidated financial statements
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NOTE 1 - DESCRIPTION OF BUSINESS AND BASIS

OF PRESENTATION

A. DESCRIPTION OF BUSINESS

Centerline Holding Company, together with its subsidiaries, is an
alternative asset manager with a core focus on real estate and more
than $11.9 billien of assets under management as of December 31,2007
We conduct substantially all of our business through our subsidiarics,
generally under the designation Centerline Capital Group. For ease

LY

of readership the term “we™ (as well as “us”, “our” or “the Company™)
as used throughout this docurment may mean a subsidiary or the busi-
ness as a whole, while the term “parent trust” refers only o Centerline

Holding Company as a stand-alone entity,

We manage our aperations through six reportable operating segments
including two segments not involved in direct operations. Qur four

operating segments include:

—  Affordable Housing, which brings together the users and provid-
ers of debt and equity capital to the affordable multitamily rental

housing industry;

-3 Commercial Real Estute, which provides a broad spectrum of
financing and investment products for multitamily, otfice, retail,
induserial mixed-use and other properties;

= Portfolio Management, which comprises activities for monitoring,
managing and servicing the Affordable Housing and Commercial
Real Estate assets we own, for funds we manage and for third par-

ties; and

= Credit Risk Products, which provides credit intermediation,
through our subsidiaries, to affordable housing debt and equity
products. Through this segment, we also invest in syndicated corpo-
rate debt.

We consolidate certain funds we control (see Basis of Presentation),
notwithstanding the fact that we may only have a minority economic
interest in such entitics. For segment purposes, these Consolidated
Partnerships include the investment fund partnerships we originate
and manage through the Affordable Housing and Commercial Real
Estate segments and certain property partnerships, all of which we are
required to consolidate in accordance with various accounting pro-
nouncements. The fund partnerships invest in low income housing tax
credit (“LIHTC”) properuies, high-yield commercial morigage backed
securities (“CMBS"} and high-yieid debt. In addition to these five seg-
ments, we separately show our Corporate Group, which includes our

central adininistrative, financing and acquisition related functions.

B. BAsIS OF PRESENTATION

Our consolidated financial statements are prepared on a basis consis-
tent with generally accepted accounting principles of the United States
of America (*GAAP") and pursuant to the rules of the Securities and
Exchange Commission ("SEC”). The consolidated financial state-
ments of Centerline Holding Company include the parent trust and
its wholly owned and majority owned subsidiary statutory trusts,
corporations and limited liability companies which we control; and

NoTes To CoONSOLIDATED FINANCIAL STATEMENTS

the Consolidated Partnerships which are those entities in which we
have a substantive controlling general partner or managing member
interest or in which we have concluded we are the primary beneficiary
of a variable interest entity (“VIE"} in accordance with the Financial
Accounting Standards Board (*FASB™} Interpretation ("FINT) No. 46
(as revised) Consofidation of Variable Interest Entities ("FIN 46(R)”).

We climinate from our financial results all intercompany transactions,
including intercompany transactions berween our operaring segments

and our Consolidated Parmerships.

We adopted our current segment presentation as of January 1, 2007,
and have reclassified our segment results and other certain amounts in
prior periods to conform to the current year presentation. In addition,
we reclassified all balances (§41.7 million of assets as of December 31,
2006 and income statement activity (§5.9 million of revenues in 20606
and $3.9 million in 2005 as well as associated expenses) related 1o Real
Estate owned ta our Consolidated Partnerships segment.

ACCOUNTING CHANGES

Statement No. 156, As of January 1, 2007, we adopted Statement of
Financial Accounting Standards ("SFAS”) Nuo. 156, Accounting fur
Servicing of Financial Assets ("SFAS 1567). SFAS 156 amends SFAS
No, 140, Aecounting for Transfers and Servicing of Financial Assets and
FExtinguishment of Liabilities ("SFAS 140”), stipulating the account-
ing for mortgage servicing rights (“MSRs") and requiring that such
rights be recorded initially at fair value, SFAS 156 also permits, but
does not require, that we may subsequently record MSRs at fair value
with changes in fair value recognized in the statement of operations.
Alternatively, we may continue to amortize the MSRs over their
projected service periods. We elected to continue amortization of our
MSRs and, therefore, there was no impact on our conselidated finan-

cial statements upon adeption.

FIN No. 48. Asof January 1, 2007, we adopted FIN No. 48, Accounting
for Uncertainty in Income Tuaxes an interpretation of FASB Statement No.
109 (“FIN 48™). FIN 48 sets a standard for recognizing tax benefits in
a company’s statement of operations based on a determinavion whether
it is more likely than not that the position would withstand audit,
withourt regard for the likelihood of an audit taking place. Assuming a
position meets the “more-likely-than-net” threshold, FIN 48 also pre-
scribes measurement standards requiring determination of how much
of the tax position would ultimately be allowed if challenged (see Note
20 regarding the impact of adoption}.

NOTE 2 - SUMMARY OF ACCOUNTING POLICIES

A. USE OF ESTIMATES

The preparation of financial statements in conformity with GAAP
requires us to make estimates and assumptions thar affect the reported
amounts in the consolidated fnancial statements and accompany-
ing notes. Significant estimates that require difficult and subjective
judgments inherent in the preparation of the accompanying consoli-
dated financial statements include the determination of fair value for
mortgage revenue bonds, Federal Home Loan Mortgage Corporation
(*Freddie Mac") certificates, goodwill and intangible assets: account-




CenterLIng Howping Company

ing for income taxes, including the potential outcome of uncertain tax
positions; and determination of consolidared entties. Estimates are
based on past experience and other considerations reasonable under the
circumstances, Actual results could differ from those estimates.

B. CasH AND CasH EQUIVALENTS, RESTRICTED CASH

Cash and cash equivalents include cash in banks and investments in
short-term instruments with an original matrity date of three months
or less. Restricted cash includes collateral for borrowings within our
securitization programs and in accordance with Fannie Mae and
Freddie Mac requirements.

C. INVESTMENTS

AVAILABLE-FOR-SALE

We account for investments designated as available-for-sale in accor-
dance with SFAS No, 115, Accounting for Certain Investments in Debt
and Equity Securities ("SFAS 115™), and report them at fair value, with
unrealized gains and losses, net of tax where applicable, recorded in
accumulated other comprehensive income. For certain classes, we
accumulate available-for-sale investments first for our own account.
Subsequently, after constderation of market conditions and invest-
ment strategies, amang other factors, we either hold the investments or
sell such investments into funds. Qur available-for-sale investments,
including those of Conselidated Partnerships, include:

= Mortgage Revenue Bonds — For our Affordable Housing seg-
ment, we invest in mortgage revenue bonds that are principally tax-
exempt. Although we can and may elect to hold mortgage revenue
bonds until maturity, we have the ability to sccuritize or otherwise
sell such bonds and, in most cases, have the ahility to require redemp-
tion prior to maturity. We base the fair value of our mortgage rev-
enue bonds on observable marker transactions, which may indicate
a tair value approximating the unpaid principal balance. Because
mortgage revenue bonds typically have a limited market, in the
absence of observable market transactions, we estimate fair value for
each bond by wutilizing the present value of the expected cash Hows
discounted at a rate for comparable tax-exempt investments and
then comparing against any similar market transacttons. Direct costs
relating to unsuccessful acquisitions and all indirect costs relating to
morigage revenue bonds are charged to operations.

—  Freddie Mac Certificares — In connection with the re-securitiza-
tion of our Affordable Housing mortgage revenue bond portfolio
in December 2007, we retained interests in the form of Freddie
Mac Taxable Multifamily Variable Rate Certificates (“Freddie Mac
Certificates”™). The Series A-1 Freddie Mac Certificates are fixed
rate, credit enhanced certificates that have rerms consistent with
preferred shares of our Centerline Equity Issuer Trust [ ("Equity
Issuer”) subsidiary (see Note 15). We determine fair value of the
Serics B Freddie Mac Certificates, which represent the residual inter-
ests of the re-secucitized portfolio, based upon a discounted cash flow
model that follows the contractual provisions of the certificates. The
significant assumptions of the valuadon include projecting the cash
flows of the underlying mortgage revenue bonds and an appropriate
discount rate.

10

3 CMBS and Retained Interests — For our Comimercial Real Estate
segment, we purchase real estate debt secarities (principally high-
yield CMBS securities) some of which are retained interests from
previous securitization activities. In addition, our Consolidated
Partnership segment may hold CMBS and retained interests. We
classify these investments as available-for-sale as we may sell them or
dispose of them prior to maturity. We generally estimate fair value
of CMES and similar retained interests based on market prices pro-
vided by certain dealers who make 2 market in these financial insteu-
ments.

The Company performs additional analysis on prices received
based on broker quotes. This process includes analyzing the
sccurities based on vintage year. rating and asset type and
converting the price received to a spread. The calculated spread is
then compared to market information available for securities of sim-
ar type, vintage year and rating (i.e. CMBX). This process is used
by the Company to validate the prices received from brokers.

The market for these instruments may lack liquidity and have
limited market volume. Accordingly, the fair values may reflect
estimates and may not necessarily be indicative of the amounts we or
a fund could realize in a current market exchange,

The yield to maturity on CMBS and retained interests depends on,
among other things, the rate and timing of principal payments, the
pass-through rate, and interest rate flucruations. Our CMBS interests
and retained interests are subordinated instruments, Cash flow from
the mortgages underlying the CMBS interests and retained interests
15 allocated first to the senior interests and then among the other
CMBS interests and retained interests in order of relative seniority.
To the extent that there are defaults and unrecoverable losses on the
underlying mortgages that result in reduced cash flows, the most
subordinate interest bear the loss first, with excess losses borne by the

remaining interests in order of relative subordination.

-3 Syndicated Corporate Debt — Through our Credit Risks Products
segment. we invest in syndicated corporate debt. We classify these
investments as available-for-sale as we may sell or dispose of them
prior to mawurity. We estimate fair value based on readily available
market prices.

-3 Muarketable Securities — From time to time, we may purchase
other marketable sceuritics, the fair value of which is based upon

quoted market prices.

Available-for-sale securities are assessed for impairment quarterly.
To determine if an impairment is other-than-temporary we generally
consider the duration of the loss position, the strength of the underly-
ing collateral, the term, management’s intent and other similar infor-
mation. We consider a mortgage revenue bond as impaired when we
determine it is probable that not all required contractual payments will
be made when due either from property operations or ather sources of
collection (such as sale under foreclosure and syndication of associated
tax credits). Qur primary tool to determine which bonds are likely to
incur a loss 1s to evaluate the debt service coverage ratio based on our
historical experience with similar properties, the frequency of such
losses and current market conditions.




If we determine an available-for-sale security is other-than-temporar-
ily impaired, we write it down to its estimated fair value and record
a realized loss in the consolidated statements of operations. The fair
value at that time is then considered the cost basis of the investment
and subsequent increases in fair value over this new cost basis are
included in other comprehensive income; subsequent decreases in fair
value, if not other-than-temporary impairment, are also included in
other comprehensive income.

For more information regarding available-for-sale investments see

Note 6.

EQUITY INVESTMENTS
For investments in entities we do not control, but for which we have
the ability to exercise significant influence ever aperating and financial

policies, we use the equity method.  Equity investments consist of:

-3 Partnership Interests — Partnership interests related to the real
estate equity investment funds we sponsor. Typically, we hold these
investments for a short period until we establish a new fund.

= American Morigage Acceptance Company — American Mortgage
Aceeptance Company (*AMAC”) is a publicly traded real estate
investment trust {"REIT”) for which we manage the operations.

~3  Centerline Urban Capital LLC — Centerline Urban Capital LI.C
(*CUC") is a joint venture equity fund wirh the California Public
Employees Retirement System (“CalPERS™).

Under the equity method, we record our proportionate share of
income or loss as a component of equity and other income (loss) in the
consolidated statement of operations. Amounts recognized include
equity allocations for management services and incentive income that
we earn from co-investments in certain Consolidated Partnerships,
afthough such amounts are eliminated in consolidation.

For more information regarding equity investments with respect to
partnership interests see Note 7; for AMAC and CUC, see Note 22.

OTHER INVESTMENTS

Other investments consist of the following:

~  Mortgage Loans Held for Sale — Mortgage loans held for sale
represent amounts due for mortgage loans sold under purchase
agreements to permanent investors, but for which we are awaiting
settlement of funds. We do not retain any interest in these loans
except for MSRs and certain contingent liabilities pursuant to loss
sharing agreements. We account for mortgage loans held for sale
at the lower of cost or fair value in accordance with SFAS No. 65,
Acconnting for Certain Mortgage Banking Activities, ("SFAS 657). The
cost of the Inans includes deferred loan commitment fee revenue
net of direct costs assoctated with closing the related loan and we

recognize these amounts in operations when the loans are sold in
accordance with SFAS Neo, 91, Accounting for Nonrefundable Fees and
Costs Associated with Originating or Acquiring Loan and Indirect Costs
of Leases ("SFAS917).

NoTEes To CONSOI_[DATF_D FinanciaL STATEMENTS

3 Stabilization Fscrow — As part of the re-securinization of our
Affordable Housing mortgage revenue bond portfolio in December
2007, certain cash consideration was placed into escrow in connection
with martgage revenue bonds for which the underlying property was
not considered stahilized. As these properties stabilize, subject to
certain conditions, we are able w recoup amounts from eserow. The
stabilization escrow is carried at fair value based upon an evaluarion
of the cash flows associated with the non-stabilized bonds, including
an evaluation of the debt service coverage ratio ("IDSCR”) based on
our historical experience with similar properties and the frequency
of such losses.

= Mortgage Loans Held for Investment — In accordance with SFAS
63, mortgage loans held for investment are carried ar expected net
realizable value. When we believe we will not collect all amounts
due under the terms of the loan, we recard a specific valuation allow-

ance.

For investments in mortgage loans, we follow the provisions of
SFAS No. 114, Acconnting by Creditors for Impairment of a Loan
(*SFAS 114"). Under SFAS 114, a loan is impaired when, based on
current information and events, it is probable that a creditor will
be unable to collect all amounts due according to the contractual
terms of the loan agreement. SFAS 114 requires lenders to measure
impaired loans based on:

s thepresentvalueofexpectedfuturecashflowsdiscountedattheloan’s
effective interest rate;

¢ the loan's observable market price; or
o the fair value of the collateral :if the loan is collateral-dependent.

We periodically evaluate our portfolio of mortgage loans for possible
impairment to establish appropriate loan loss reserves, if necessary.
If, in our judgment, we determine that it is probable that we will not
receive all contractually required payments when they are due, we

deem the loan impaired and establish a loan loss reserve.

-3 Construction Loans to LIHTC Properties — We invest in affili-
ated entities that co-develop properties. Development investments
include amounts nvested o fund pre-development and develop-
ment costs. Investment funds we sponsor acquire the limited part-
nership interest in these properties (see also C. Equity Investments
- Partnership Interests above). We expect to recapuure these amounts
from various sources attributable to the properties, including capi-
tal contributions of investments funds, cash flow from operations,
and/or from co-development partnecs, who in turn have cash flow
notes from the properties. In connection with our co-development
agreements, affiliates of Centerline issue construction completion,
development deficie guarantees and operanng deficit guarantees to
the lender and investment funds (for the underlying financing of the
properties) on behalf of our subsidiary (see Note 25).

For mare information regarding other investments see Note 8.
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D. GOODWILL AND INTANGIBLE ASSETS, NET

GOODWILL AND OTHER |NTANGIBLE ASSETS

Goodwill represents the excess of the purchase price over Lhc fair value
of net assets acquired, including the amount assigned to identifiable
intangible assets. We do not amortize the goodwill balance. The pri-
mary drivers that generate goodwill are the value of synergies, gener-
ally revenue synergies, between the acquired entities and the acquired
assembled workforce.

We amortize other intangible assets on a straight-line basis over their

estimated useful lives.

Goodwill and indefinite-lived intangible assets are tested annually dur-
ing the fourth quarter and whenever events or circumstances make it
more likely than not that an impairment may have occurred, such asa
significant adverse change in the business climate or a decision to sell
or dispose of the unit. Estimating fair value is performed by utiliz-
ing various valuation techniques, with the primary technique being a
discounted cash flow model. Should goodwill be deemed impaired, the
useful lives of identified intangible assets may need 1o be reassessed and
amortization accelerated, or such intangible assets could be deemed

impaired as well.

MORTGAGE SERVICING RIGHTS

In accordance wtth SFAS No 140 A(mummgfm Transfers and
Servicing of Financial Assets and Extinguishment of Liubilities (“SFAS
1407}, as amended by SFAS 156, we recognize as assers the rights to
service mortgage loans for others, whether the MSRs are acquired
through a separate purchase or through loans originated and sold. We
record purchased MSRs at cost, which approximates fair value. For
originated loans, we allocate total proceeds from the sale of the loan
(including the fair value of the MSR retained) and recognize a gain. In
subsequent periods, we carry the assets at the amortized initial basis.
In accordance with SFAS 140, all MSRs are amortized in proportion
1o, andl over the period of, estimated net servicing income.

We assess MSRs for impairment based on the fair value of the assets as
compared to carrying values. We estimate the fair value by obtaining
market information from one of the primary mortgage servicing rights
brokers. To determine impairment, the mortgage servicing portfolio is
stratified by the risk characteristics of the underlying mortgage loans
and we compare the estimated fair value of each stratum to its carrying
value. When the carrying value of capitalized servicing assets exceeds
fair value, we recognize impairment through a valuation allowance;
fair value in excess of the amount capitalized 15 not recognized. For
the servicing portfolio associated with our mortgage originating activi-
ties, we have determined that the predominant risk characteristic is
the interest rate and loan type. For our other servicing portfolios we
have determined that the predominant risk characteristic is the ability
to generate a consistent income stream per loan due to the short-rerm
nature of the loans being serviced or due to the tact that certain servic-
ing revenues are not recurring.

In accordance with FIN No. 45, Guarantor’s Accounting and Disclosure
Reguirements for Guarantees, Including Indirect Guarantees of
Indebtedness of Others (“"FIN 457}, we account for exposure to loss under

our servicing contracts with Fannie Mae and Freddie Mac as guaran-
tees through a provision for loan losses. The provision recorded is con-
sidered the fair value of the guarantees. As a portion of the servicing
fees we reccive represents compensation for our guarantee, we record
the reserve as a contra-asset applied to the MSR balance. The expo-
sure to loss results from guarantees made o Fannie Mae and Freddie
Mac under the Designated Underwriting and Servicing (*“DUS”) and
Delegated Underwriting Initiative (“DUI”) programs to share the
risk of loan losses {See Note 25 for more details). Qur determination
of the adequacy of the reserve for losses on loans serviced is based on
an evaluation of the risk characteristics and exposure to loss associ-
ated with those loans, in accordance with SFAS No. 5, Accounting
Jor Contingencies ("SFAS 57).
of factors including, but not limited to, general economic conditions,

Qur assessment is based on a number

inability of the borrower to meet debt service requirements, or a sub-
stantial decline in the value of the collateral. For performing loans, we
maintain a general reserve, which 1s based on the stratfication of the
loan servicing portfolio by DSCR. The probability of default and loss
is higher for loans with lower DSCRs and therefore a higher reserve
is maintained for such loans. For defaulted loans, we maintain a loan
specific reserve based on an estimate of out share of the loss.

For more information regarding intangible assets, see Note 9.

'E. DEFERRED COSTS AND OTHER ASSETS NET

Slgmﬁcmr components of deferred costs and other assets, net lnClUdL

—  Deferred Costs — We capitalize costs incurred in connection with
issuance of debt and equity issued by our subsidiaries and amortize
them on a straight-linc basis over the terms of the facilities, or in the
case of our Equity Issuer subsidiary over the period to the expected
repurchase date of the shares (which approximates the effecuve

interest method}.

—  Land, Property and Buildings — Our Consolidated Partnerships
segment includes property partnerships with multifamily apartment
properties. The property partnerships depreciate the costs aver

seven to 40 year periods.

-3 Depositi Receivable - Principally consist of amounts deposited as
collateral in connection with the December 2007 re-securitization of
mortgage revenue bonds replacing bonds previously used as collat-
eral (see Note 4),

—  Furniture, Fixtures and Leasehold Improvements, net — Furniture,
fixtures and leasehold improvements are stated at cost. Depreciation
is calculated using the straight-line method. Leasehold unprove-
ments ar¢ amortized using the straight-line method over the shorter
of their useful lives or the life of the lease. Costs associared with
repairs and maintenance of property is expensed as incurred.

F ASSET |MPAIRMENT Of LONG -LIVED ASSETS

Long-lived assets, including finite-lived intangible assets, are {ested for
impairment whenever events or changes in circumstances 1ndicate that
the related carrying amounts may not be recoverable. Determining the

extent of impairment, if any, typically requires various estimates and




assumptions, including cash Hows directly awributable to the asset, the
useful life of the asset and residual value, if any. When necessary, we
use internal cash flow estimates, quoted market prices and appraisals,
as appropriate to determine fair value,

G. SHARES OF Suasmmmss

The effects of any changes in our ownership interests rcsultmb frurn
the issuance of equity capital by consolidated subsidiaries or equiry
investees to unaffiliated parties are accounted for as capital transac-
tions pursuant to the SEC Staff Accounting Bulletin (*SAB”) No. 51,
Accounting for the Sales of Stock of a Subsidiary ("SAB 517). For more

information see Note 15.

H. SECURITIZATION ACTIVITIES

We, and our Consolidated Partnerships, have engaged in securitization
activities related to Anancial assets including mortgage revenue bonds
and CMBS. In the future we may continue to engage in similar secu-
ritization transactions as well as securitizations of other assets includ-
ing collateralized debt obligation ("CIDQ") securities and syndicated
corporate debt investments. We may retain interests in the securitized
financial assets that take several different forms including, but not
limited to, one or more tranches of the securitization, undivided seller’s
interest and rights to excess cash flows after payments to investors with
contractual rate of returns and administrative costs. The exposure to
credit losses from securitized assets is limited to our retained inter-
est, including any credit intermediation we may provide through our
Credit Risks Products segment. Securitized transactions are accounted
for in accordance with SFAS 140. Retained interests, which cur-
rently include certain CMBS and CDO investments held within our
Commercial Real Estate and Consolidated Partnership segments and
Freddie Mac Certificates held by vur Affordable Housing segment, are
accounted for in accordance with the nature and terms of the retained
interests,

For more information see Notes 6 and 23.

. RESALE AND REPURCHASE AGREEMENTS :

Wc account for transactions involving purchases of securities under
agreements to resell {revetse repurchase agreements or reverse repos)
or sales of securities under agreements to repurchase {repurchase
agreements or repos) as collateralized financing arrangements / agree-
ments.

). CREDIT INTERMEDIATION TRANSACTIONS

- 4
For guarantees and other credit intermediation transactions issued
since January 1, 2003, we record liabilities (included in deferred
revenues) equal to the fair values of the obligations undertaken. For
transactions for which we receive fees, we consider the fees received
to be fair value, in accordance with FIN 45. For completion and other
guarantees issued to lenders for the underlying financing of properties,
as required by an investment fund, we generally recognize no hability
upon inception of the guarantee as the exposure is considered minimal
and no fee is received. We maonitor our exposure under these agree-

ments and, should we determine a loss is probable, accrue a liability in
accordance with SFAS 5.

Notes o ConsoLipaTED FINANCIAL STATEMENTS

K. FINANCIAL Risk MANAGEMENT AND DERIVATIVES

Our primary objective for holding derivative instruments is to manage
interest rate and certain equity market risks. We account for deriva-
tive financial instruments pursuant to SFAS No. 133, Accounting for
Derivative Instruments and Hedging Activities (“SFAS 1337), as amended
and interpreted. We record derivatives at fair value, with changes in
fair value of those that we classify as cash flow hedges recorded in accu-
mulated other comprehensive income, to the extent they are effective.
If deemed ineffective, we record the amount considered ineffective in
the consolidated statement of operations if the ineffectiveness is within
the limits allowed by SFAS 133
allowable limit, we would record the entire fair value (and subsequent

If the ineffectiveness exceeds the

changes} in our consolidated statement of operations, When we termi-
nate i derivative that we have accounted for as a hedge {or determine
that the hedged transaction is no longer likely to occur), we reclas-
sify any unrealized gain or loss in accumulated other comprehensive
income and recognize it in our consolidated statements of operations,

We have determined that we will not apply hedge accounting to fair
value derivatives and we alse may write free-standing derivatives,
Any change in the fair value of these derivatives is included in current
period net income.

L. FAIR VALUE OF FINANCIAL INSTRUMENTS

Thc carrying value of cash and cash equivalents, including restricted
cash, approximates fair value due to the short period of ime o maru-
rity. Our investments in mortgage revenue bonds, Freddie Mac
Certificates, CMBS, CDO, and syndicated corporate debt are carried
at estimate fair values based on either quoted market prices or pricing
models that utitize current market data and discount of expected cash
fows. Derivatives are carried av estimated fair value. As described
above, our MSRs are recorded initally at estimated fair values and
amortized. We have determined that the fair value of our remaining
financial instruments, including temporary investments, mortgage
loans held for sale, mortgage loans held for investment and barrowings
approximate their carrying values at December 31, 2007 and 2006, due
primarily to their short term nature or variable rates of interest. For
more information see Notes 6, 14 and 23.

M TREASURY STOCK

W'c account ﬁ)r treasury stuck purchases using the cost mt:rhud

N. REVENUES

MORTGAGE ReVENUE BOND INTEREST INCOME

We recagnize mortgage revenue bond interest income using the effec-
tive yield method based on the actual coupon rate and the outstanding
principal amount of the underlying morigages, taking into account
differences in interest rate during the construction period as compared
to balance of the term, premiums and discounts, any fees received in
connection with bond originations and the effects of esumated prepay-
ments in accordance with SFAS 91,

We place bonds on a non-accrual status when any portion of the princi-
pal or interest is 90 days past due or earlier when concern exists as to the

13
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ultimate collectability of principal or interest. Bonds return ro acerual
status when principal and interest become current. There were seven
bonds on non-accrual starus ac December 31, 2007 and 2006, with a
fair value of $45.8 million and §35.1 million, respectively.

OTHER INTEREST INCOME

We recognize income on temporary investments {such as cash in
banks and short-term instruments) as well as longer term investments
(e.g., promissory notes, mortgages receivable) and escrow accounts
we manage, on the accrual basis as earned. We recognize income on
retained interest certificates (including the Freddie Mac ceruificates)
as 1t accrues, provided collectability of future amounts is reasonably
assured. We adjust the amortized cost of securities for aceretion of
discounts to maturity. We compute accretion using the effective~
interest method over the expected life of the securities based on our
estimates regarding the timing and amount of cash flows from the
underlying collateral.

The Credit Risk Products Group also earns interest on syndicated
corporate debt investments. This income is computed using the effec-
tive-interest method over the expected life of the securities, including
the amortization and accretion of premiums and discounts.

FEE INCOME

Fees related to our LIHTC Fund sponsorship activities, included in
the Affordable Housing Segment, associated with sponsoring tax-
credit equity investment funds, for assisting the funds in acquiring
assets and for providing specified yields to investors of certain funds
include:

(i) Organization, offering and acquisition alluwance fees are for
reimbursement of costs we incur for organizing LIHTC invest-
ment funds and for providing assistance in acquiring the proper-
ties ta be included in the funds. We recognize the organization,
offering and acquisition allowance fee when the investument funds
acquire properties. The related expenses are included in general
and administrative expenses.

(ii.) Property acquisition fees are for services we perform for the
LIHTC investment funds to acquire interests in property partner-
ships. We recognize these fees when the investor equity is invested
and as the properties’ limited partnership interests are acquired by
the investment fund.

(ili,) Partnership management fees are for maintaining the books
and records of LIHTC investment funds, including requisite inves-
tor reporting. We recognize these fees over the five year contractual
service period following the initial closing of the fund.

(iv.} Construction service fees from borrowers for servicing mort-
gage revenue bonds during the construction period are deferred
and amortized into other income over the estimated construction
period.

(v.) Administration fees charged to the property partnerships or to
other entities we manage are recorded as the payments are received
due to the uncertainty of collectability.
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{vi.) Asset management fees from LIHTC investment funds, based
ona percentage of each investient fund's invested assets are ecarned
for monitoring the acquired property interests and to ensure that
their development, leasing and operations comply with LYHTC or
other tax credit requirements.

(vii)

acquire mortgage revenue bonds. These fees are recognized as

Bond acquisition fees are paid by borrowers when we

yield adjustments in mortgage revenue bond interest income if we
retain the bond or recognized immediately if we were to sell the
bond

Mortgage origination fees, earned by our Commercial Real Estate
Group, are recognized when we settle the sale of 2 loan to the
purchaser.

Servicing fees related to mortgages are recognized on an accrual
basis as the services are performed over the servicing period by our
Commercial Real Estate segment. Our Portfolio Management seg-
ment also recognizes servicing fee income, including primary and
special servicing. These fees are generally based on a percentage of
the balance of loans serviced, and we record them as earned on an
accrual basis provided that collection is reasonably assured.

Asset management fees are earned from LIHTC investment funds
by our Affordable Housing segment and on high-yield debt invest-
ment entities {e.g., AMAC, CRESS} by our Commercial Real Estate
segment. These fees are generally based on the assets or equity of the
managed entity and we recognize them as earned provided collect-
abulity is assured.

Our Affordable Housing and Credir Risk Products Groups recog-
nize fees related to credit intermediation activities. Fees for credit
intermediation transactions to provide specified rates of return for an
LIHTC fund, received in advance, are deferred and amortized over
the applicable risk-weighted periods on a straight-line basis. For those
pertaining to the construction and lease-up phase of a paol of proper-
ties, the periods are generally one to three years. For those pertaining
to the operational phase of a pool of properties, the period is approxi-
mately 20 years. Fees for other credit intermediaton transactons are
received monthly and recognized as income when earned.

OTHER REVENUES

Other revenues principally consist of prepayment penalties recog-
nized at the time of prepayment of a mortgage revenue bond and
expense reimbursements for amounts billed to investment funds
and other affiliated entities for reimbursement of salaries and certain
other ongoing operating expenditures, which we recognize as earned.

RENTAL INCOME

Rental income for property partnerships is accrued as carned based on
underlying lease agreements.
77T 7 0. SHARE BASED COMPENSATION

We record restricted share grants in beneficial owners’ equity within

b |
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shareholders’ equity. The balance recorded equals the number of
shares issued (and that we expect to vest) multiplied by the closing
price of our comman shares on the grant date. We recognize the value




of the awards as expense in our consolidated statements of operations
on a straight-line basis over the applicable service periods. For each
separately vesting portion of an award, we record the expense as if
the award was. in substance, multiple awirds. We expense any shares

granted with immediate vesting when granted.

Because share-hased compensation is based on awards that we ulu-
mately expect to vest, share-based compensation expense has been
reduced to account for estimated forfeitures. SFAS No. 123(R), Share-
Based Paymens ("SFAS 123(R)") requires forfeitures to be estimated at
the time of grant and revised, if necessary, in subsequent periods if
actual forteitures differ from those estimates. In periods prior to 2006,

we accounted for forfeitures as they oceurred.

For share option grants, under SFAS 123{R), we are required wo select
a valuation technigue or option pricing model that meets the crireria
as stated in che standard, At present, we use the Black-Scholes model,
which requires the input of subjective assumptions. These assump-
tions include estimating the length of time employees will retain their
vested stock options before exercising them (“expected term”), the
estimated volatility of the Company’s common stock price over the
expected term (“volatlity™), the risk free interest rate and the divi-
dend yield.

Faor more information see Note 19,

P. INCOME TAXES

We provide for income taxes in accordance with SFAS No. 109,
Acconnting for Income Taxes ("SFAS 1097}, which requires the recog-
nition of deferred tax assets and liabilities for the expected furure tax
consequences of temporary differences between the financial state-
ment carrying amounts and the tax basis of assets and habilities. We
assess the recoverability of deferred tax assets through evaluation of
carryback availability, projected taxable income and other factors as
applicable. If we derermine that deferred tax assets may not be recov-
erable, we record a valuation allowance as appropriate.

We provide for exposure in connection with uncertain tax positions in

accordance with FIN 48 (see Note 1B).

For more information see Note 20,

" Q. EARNINGS PER SHARE

Basic netincome per share represents netincome allocated to Common
and Convertible Community Reinvestment Act (“CRA™) sharehold-
ers {see Note 16 and 17} by the weighted average number of Common
and Convertible CRA shares outstanding during the periad. Diluted
net income per share includes the weighted average number of shares
outstanding during the period and the dilutive effect of common

share equivalents, calculated using the treasury stock methaod.

The Convertible CRA shares {excluding redeemable shares) are
included in the calculation of shares outstanding as they share the
same economic henefits as common shareholders. Special Common
Units (“8CUs), Special Member Units ("SMU"s), Special Common
Interests ("SCI"s) and 4.4% Convertible CRA preferred shares {see
Notes 15 and 17) are not ingluded in the calculation as they are anti-
dilutive,

NotEes To CoxsoLipated FINANCIAL STATEMENTS

R. COMPREHENSIVE INCOME (Loss)

Comprehensive income {loss) includes net income, gains or losses on
certain derivative financial instruments, unrealized gains and losses
on available-for-sale investments and our proportionate share of accu-
mulated other comprehensive income of equity method investees,
For more information see Consolidated Statements of Shareholders’
Equity and Note 17,

NOTE 3 - RECENT ACCOUNTING STANDARDS

In December 2007, FASE issued SFAS No. 160, Noncontrolling
Interests in Consolidated Finuncial Statements — an umendment of ARB
No. 51 ("SFAS 160"). SFAS 160 requires that a noncontrolling
interest in a subsicliary be reported as equity and the amount of con-
solidated net income specifically attributable to the noncontrolling
interest be identified in the consolidated financial statements, [t also
calis for consistency in the manner of repoerting changes in the parent’s
ownership interest and requires fair value measurement of any non-
controlling equity investment retained in a deconsolidation. SFAS
160} is effective for us on January 1, 2009. We are currently evaluating
the impact of adopting SFAS 160 on our consolidated financial condi-
tion, results of operations and cash Aows.

[n December 2007, the FASB issued SFAS No. 141 (revised 2007),
Brsiness Combinations ("SFAS 141{R})"). SFAS 141(R) broadens the
guidance of SFAS 141, extending its applicability to all transactions
and other events in which one entity obtains control over one or more
ather businesses. [t broadens the fair value measurement and recogni-
tion of assets acquired, liabilities assumed and interests transferred as
a result of business combinations. SFAS 141(R) expands on required
disclosures to improve the statement users” abilities to evaluate the
nature and fnancial effects of business combinations. SFAS [41(R)
is effective for us on January 1, 2009. We do not expect the adoption
of SFAS 141(R) w have a material effect on our financial condition,
results of operations or cash Aows.

In February 2007, the FASB issued SFAS No. 159, The Fair Value
Option for Financial Assets and Financial Liabilities. This statement
was issued with the intent to provide an alternative measurement
treatment for certain financial assets and liabilities. The alternative
measurement would permit fair value to be used for both initial and
subsequent measurement, with changes in fair value recognized in
earnings as those changes occur. We did notelect the fair value aption
for any of our existing financial statements on the effective dare and
have not determined whether or not we will etect this option for any
eligible financial instruments we acquire in the future.

in September 2006, the FASB issued SFAS No. 157, Fair Value
Measurements (“SFAS 1577). SFAS 157 defines fair value, establishes
a framework for measuring fair value with respect to GAAP and
SFAS 157 is
effective for our financial assets and liabilities on January 1, 2008, The

expands disclosures about fair value measurements.

FASB has deferred the provisions of SFAS 157 relating to nonfinan-
cial assets and liabilities o January 1, 2009. Due o the requirement
to cunsider nonperformance factors in determining the fair value for
liabilities, and based on our evaluation o date, we do not expect the
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adoption of SFAS 157 to have a material effect on our financial posi-
tion and results of operations. This statement, however, will require
additional disclosures,

In November 2007, the SEC issued Staff Accounting Bulletin No.
V09, Writen Loan Commitments Recorded at Fuir Value Through
Earnings (“SAB 1097). SAB 109 rescinds an existing prohibition on
inclusion of expected net furure cash flows related 10 loan servicing
activitics in the fair value measurement of a written loan commit-
ment. SAB 109 also applies to any loan commitments for which fair
value accounting is elected under SFAS 159, SAB 109 is effective as of
our 2008 fiscal year. We are currently assessing the financial impact of
adopting this pronouncement.

NOTE 4 - RE-SECURITIZATION OF OUR MORTGAGE

REVENUE BOND PORTFQLIQ

In December 2007, we completed the re-securitization of most of our
mortgage revenue bond portfelio. This re-securitization transaction
allowed us to obtain a higher level of liquidity of the bond portfolio,
and provides us with long term fixed-rate financing matched to the
duration of the portfolio. While we retained a high-yielding residual
interest that generates a tax-exempt cash flow stream, we have elimi-
nated the liquidity and interest rate risks inherent in our historical
securitization programs. 1t also aligns the structure of this portion of
our business more closely with the asset manager role we have in our
other business lines as we remain the primary and special servicer of
the bond portfolio.

This transaction (the “*Freddie Mac Transaction™) primarily involved

the following components:

* Termination of existing securitization programs, with one
exception, secured by mortgage revenue bond investments {sce
Nate 12). Associated interest rate swap agreements were also ter-
minated (see Note 14).

*  Exchange of mortgage revenue bond investments for Freddie
Mace Certificates classified as Scries A, Series A-1, or Series A-2 (all
“A” classes being fixed rate} and Series B (residual). The Series
B Freddie Mac Certificates are entitled to all cash flows from the
underlying pool of mortgage revenue bonds after payment of inter-
est and principal on the other certificates and the payment of servic-

ing and administration fees.

s  Saleofall class Series A and Series A-2 Freddie Mac Certificates
to Freddie Mac for cash and retention of the Series A-1 and Series
B Freddie Mac Certificates (see Note 6). A portion of the cash
received for the certificates sold was placed in escrow in connec-
tion with stabilization requirements for certain properties securing
some of the bonds (see Note 8}, Ancther portion was deposited as
collateral to replace bonds previously used as collateral for other
programs (See Note 14,

For accounting purposes, consummation of this transaction con-
stituted a sale of the mortgage revenue hond investments, with the
exception of those bonds tor which our continuing involverment
precluded sale treatment despite consideration received from Freddie
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Mac. For such assets, a secured financing liability was established (See
Note 12).

As a result of the transaction and the resulting sale treatment for
many of the bond investments, certain sources of revenue associ-
ated with the bond investments were treated as earned immediately
as compared to the historic recognition as yield adjustments on the
investments. In addition, we act as primary and special servicer for
the mortgage revenue bonds, generating MSRs (see Note 9) and an
ONgoIng revenue stream.

The components of the resulting net loss on the transaction are as

follows:
Accounted
Accounted foras
(in thousands) for as Sold Financed Total
Proceeds:
Cash $1,721,339 $541,767  $2,263,106
Retained Interests 442,140 148,261 590,401
MSRs 2,209 980 3,189
Total proceeds 2,165,688 691,008 2,856,606
Investment in mortgage
revenue bonds (2,131,645) (651.653) (2,783,298)
Gain on sale of bonds 34,043 39,355 73.398
Transaction costs (89,030) - (89,030)
Realization of
derivative losses (19,506) - (19,506)
Other costs (3,410} - (3.410)
Loss on Freddie Mac
Transaction $(77.903} $39.355  $(38,548)

The constderation we received in the transaction was based on the
outstanding principal balance of the morigage revenue bonds. Asour
carrying cost of these bonds (exclusive of unrealized gains or losses
based an fair value measurements) included deferred revenues associ-
ated with the acquisition of the bonds and reductions in the carrying
cost due to impairment charges we had recorded, we realized an
aggregate gain with respect to the transaction prior to transaction and
other costs. With respect to bonds for which the re-securitization was
not treated as a sale, we did not recognize a gain, but we may when
sale treatment is ultimately obtained, which depends on the nature of
the continuing involvement,

The gain described above was more than offset by other costs recog-
nized in connection with the transaction, including costs of terminat-
ing the existing securitization programs, consent fees with respect to
the Equity Issuer’s preferred shares {see Note 15), advisory and other
professional fees, some of which remained unpaid as of December
31, 2007 (see Note 13). In addition, we recognized the cumulative
decrease in fair value of interest rate swap contracts that had histori-
cally been a component of determining the fair value of certain bonds.
Upon the treatment of this transaction as a sale, these swap contracts
are now accounted for as free-standing derivatives. Additionally, we
terminated interest rate swaps that we had used to hedge the eash
flows of the securitization programs we terminated (see Note 14).

In connection with the transaction, we repaid the terminated
securitization programs ($1.9 billion) and our revolver and term
loan facilities (aggregate of $770.0 million) and entered into new




term loan and credit facilities (see Notes 11 and 12). We wrote
off unamortized deferred financing costs associated with the
terminated facilities and capitalized costs associated with the new
financing (see Note 10). As we receive additional commitments
for the new credir facilities, the incremental proceeds from the
proceeds must be used to satisfy any shortfalls in the stabiliza-
tion escrow described above (see Note 8) and tw pay the accrued
costs of the transaction (see Note 13). Also, in connection with
the transaction, we entered into option agreements with certain
shareholders that will permit them to redeem their shares ar a
fixed price and which also revised other terms of the shares (sce
Note 16).

NOTE 5 - ACQUISITIONS

L. A CewremumelwvestoRsILLC
In August 2006, we acquired all of the membership interests in
Centerline Investors | LLC (“Centerline Investars”), formerly ARCap

I[nvestors, L.L.C, that we had not previously owned. We include the

results of operations of Centerline Investors as of the date of acquisi-
tion. Centerline Investors is a fund manager specializing in the acqui-
sition, management and servicing of high-yield CMBS. The total
purchase price of $275.3 million included:

¢ cash of $263.3 million, including transaction costs;

¢ 268,000 Special Carnmoan Interests (“SCIs™) of a subsichary (see
Note 15) with a value of $4.9 million; and

¢ the remaining basis of our prior investment in Centerline
Investors ($7.1 million) which had been reduced by distributions
accounted for as returns of capital.

Of the total purchase price, $22.5 million was placed into escrow,
$18.0 million of which was released in 2007 based on the occurrence of
certain events. The remaining balance of $4.5 million could revert to

us, should certain other events not under our control occur in 2008.

The cash portion of the acquisition and associated acquisition costs
were funded by a new credir facility. In connection with the acquisi-
tion, we also issued 1.7 million restricted common shares to Centerline
Investors employees {see Note 19).

 B. CHARTERMACREALESTATESECURITIES |

In March 2006, we acquired CharterMac Real Estate Services, a man-
ager of hedge funds and other funds, for $7.3 million. We accounted
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for the acquisition as a purchase and, accordingly, we included the
results of operations in the consolidated financial statements from the
acquisition date. We allocated our cost of the acquisition on the basis
of the estimated fair values of the assets and labilities assumed. The
excess of the putchase price over the net of the amounts assigned to
the assets acquired and liabilities assumed was recognized as goodwiil

of $6.1 million.

In October 2006, we decided to cease operations of this business. In
connection with that decision, certam subsidiary equity units that we

Notes To CoNsoLIDATED FINANCIAL STATEMENTS

had issued (see Note 15) were returned or cancelled and the business’
founder assumed its line of credit. We also recognized a goodwill
impairment charge of $1.0 million to account for the portion of our
total investment that we did not recover and wrote-off the $1.6 mil-
lion unamortized balance of other intangible assets recagnized at the

trime of the acquisition.

NOTE 6 - AVAILABLE-FOR-SALE INVESTMENTS

At December 31, available-for-sale investments consisted of:

(in thousands) 2007 2006
Freddie Mac Certificates:

Series A1 $ 288,672 b 3 -

Series B 153,468 -
Mortgage revenue bonds 376,432 2,397,738
Retained CMBS certificates 75.328 102,357
CMBS 13,361 -
Syndicated corporate debt 27,749 -
Marketable securities 3,368 1,465

$938,378 $ 2,501,560

i A, FREDDIE MAC CERTIFICATES

As previously discussed in Note 4, we retained Sertes A-1 and Series
B Freddic Mac Certificates in connection with December 2007 re-
securitization of the bond portfolio with Freddie Mac. The Series
B Freddie Mac Certificates are residual interests. Key fair value
assumptions used in measuring the Freddie Mac B Certificates at the

date of the re-securitization were as follows:

Weighted average discount rate 11.0%
Constant prepayment rate 50.0%
Weighted average life 11.6 years
Constant default rate 2.00%

At December 31, 2007, the fair value and the sensitivity on the fair
value of residual cash flows to immediate adverse changes in those

assumnptions are as follows:

(in thousands)

Fair value of Freddie Mac B Certificates

at December 31, 2007 $153,468
Constant prepayment rate:
Fair value after impact of 5% increase 153,016
Fair value after impact of 10% increase 151,533
Discount rate:
Fair value after impact of 1% increase 145,556
Fair value after impact of 2% increase 138,304
Constant default rate:
Fair value after impact of 1% increase 143,470
Fair value after impact of 2% increase 134,200

These sensitivities are hypothetical changes in fair value and cannot be
extrapolated because the relationship of the changes in assumption to
the changes in fair value may not be linear. Also, the effect of a varia-
tion in a parricular assumption is calculated without changing any
other assumption, whereas change in one factor may result in changes
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to another. Accordingly, no assurance can be given that actual results
would be consistent with the results of these estimates.

As the re-securitization took place at the end of December 2007, the
assumptions used to value the residual interest were the same on
the transaction date as on December 31, 2007, There were no cash
receipts from the securitization trust in 2007, nor any delinquencies

or defaults in the managed portfolio.

B. MoRTGAGE REVENUE BONDS~

The foliowing tables summarize our mortgage revenue bond portfo-

lio at December 31, 2007:

Units Face Amount of Bands ™ Fair Value at December 31, 2007
Current

Number of % of % of % of Stated
(doltars in thousands) Bonds Number Total $ Amount Total $ Amount Total Interest Rate
BY PROPERTY STATUS
Stabilized 28 5,0173 2.1% $ 236,775 29.6% $ 221,168 28.6% 7.0%
Lease-up 42 6,760 43.2 378,816 47.3 367,935 47.6 6.7
Construction 7 1,600 10.2 Bo,380 10.0 80,061 10.4 6.5
Rehab 21 2,260 14.5 105,227 13.1 104,127 13.4 6.0
Subtotal g8 15,637 100.0% 801,198 100.0% 773.321 100.0% 6.7%
Efiminations!? (45) (7.836) (409,631) {396,889)
2007 Total 53 7,801 $ 391,567 $ 376432
2006 Total 333 48,434 $2,417,415 $2,357.738
BY STATE®
Texas 31 6,082 38.6% $ 330,470 41.2% $ 319,306 41.3% 7.0%
Georgia 12 3,366 21.5 194,600 243 192,690 24.9 6.4
Mississippi 4 720 4.6 34,605 4.3 34,392 4.4 6.6
lowa 4 566 3.6 33,480 4.2 32,497 4.2 6.6
Arkansas 6 716 4.6 31,415 3.9 29,369 3.8 6.5
All Others 41 4,187 26.8 176,628 22.1 165,067 21.4 6.6
Subtotal 98 15,637 100.0% 801,198 100.0% 773.321 100.0% 6.7%
Eliminations® (45) (7,836) (409,631} (396,889)
2007 Total 53 7.801 $ 391,567 $ 376.432
2006 Total 333 48,434 $2,417,415 $2,397,738
BY MATURITY DATE
2008-2010 7 162 1.0% $ 4576 0.6% $ 1735 0.2% 7.8%
2011-2015 3 -G} - 1,410 0.2 1,410 0.2 6.2
2016-2020 8 343 2.2 8,440 1.2 8,205 11 8.1
2021-2025 2 -G - 2,870 0.4 2,652 0.3 8.6
2026-2030 5 - - 7,681 1.0 7.681 1.0 5.7
2031-2035 2 518 3.3 23,625 2.9 23,352 3.0 6.5
2036-2040 15 2,601 16.6 120,390 15.0 113,778 14.7 7.0
2041-2045 41 $,003 57.6 475,171 59.3 458,552 593 6.8
2046 and After 15 3,010 19.3 156,035 19.4 155,556 20.2 6.2
Subtotal 98 15,637 100.0% 801,108 100.0% 773.321 100.0% 6.7%
Eliminations® {45) (7,836) (409,631) (396,889)
2007 Total 53 7,801 $ 391,567 $ 376,432
2006 Total 333 48,434 $2,417.415 $2,397.738

(1) Original principal amount at Issuance.
(2) Certain bonds are recarded as liabilities on the balance sheets of certain consolidated partnerships and therefore eliminated in consolidation.
(3) Centain properties collateralize muitiple mortgage revenue bonds; only one bond is included to avoid duplication,
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The amortized cost basis of our portfolio of mortgage revenue
bonds and the related unrealized gains and losses were as follows at
December 31:

(in thousands) 2007 2006
Amortized cost basis $774.594 $2,727.372
Gross unrealized gains 2,351 101,364
Gross unrealized losses (3.624) (33.670)
Subtotal/Fair value 773.321 2,795,066
Less: eliminations & {396.889) (397.328)
Total fair value per balance sheet $376.432 $2,397,738

(1) Centain bonds are recorded as liabilities on the balance sheets of certain consoli-
dated partnerships and therefore eiiminated in consolidation.

The fair value and gross unrealized losses of our mortgage revenue
bonds, aggregated by length of time that individual bonds have been
in a continuous unrealized loss position, is summarized in the table

below:

Less than 12 Months

(dollars in thousands) 12 Months or More Total
DECEMBER 31, 2007

Number 18 3 21
Fair value $234,248 $ 36559  $270.807
Gross unrealized loss $3.244 $380 $3.624
DECEMBER 31, 2006

Number 76 60 136
Fair value $502,758 $356,543 $ 859,301
Gross unrealized loss $ 22,355 $ 11,315 $ 33,670

Notes To ConsoLIbATED FINANCIAL STATEMENTS

The unrealized losses related to these mortgage revenue bonds are
due primarily to unamortized yicld adjustunents related to the bonds
and are not reflective of the operating performance on the assets. For
discussion of other-than temporary impairments, see Impairment

below.

As of December 31, 2007, one mortgage revenue bond with an aggre-
gate fair value of $14.7 million was securitized (see Note 12). An
additional six bonds with an aggregate fair value of $51.2 million
were pledged as collateral under our new Term Loan agreement in
December 2007 (see Note 11).

During 2007, we recognized $19.9 million of mortgage revenue bond
impairment charges. Of this amount. $13.7 million. recognized in the
first quarter of 2007, related to the change in our strategy in recover-
ing investments associated with troubled developers (see discussion
under PRS/CRG/ERC in Note 25) and resultant changes in cash flow
assumptions. The other impairments resulted from substandard per-

formance at the underlying properties.

During 2006, we recognized $4.7 million of mortgage revenue bond
impairment charges in light of substandard performance at seven
underlying properties. For onc of the properties, we reached an agree-
ment with the general partner whereby he relinquished control of
the property, and for two others we revised the terms of the bonds to
reduce the interest rates.

During 2005, we determined that construction should be halted on a
property for which we had assumed the general partner interest (sce
Note 25), agreed in principle to revise the terms of another mortgage
revenue bond and also determined that two bonds secured by a prop-
erty would likely require term revisions to reduce the rate of interest.
As a result, we recognized impairment losses of $4.6 million.
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- C. RETAINED CMBS CERTIFICATES

Retained CMBS certificates pertain te our retained investments in
trusts that hold CMBS investments sponsored directly, or indirectly
through other funds, of Centerline Investors. The retained CMBS
certificates {not including certificates held at the fund level detailed in

Note 23} were comprised of the following as of December 31, 2007:

Accreted Unreatized Unrealized Fair Percentage
(doliars in thousands) Face Amount Cast Gain Loss Value of Fair Value
Security rating:
AAA interest only $ - $ 12,610 $ 4376 L $ 16,986 22.5%
AA+ 26,150 14,447 6,473 - 20,920 27.8
BBE- 12,536 5,313 2,208 - 7,521 10.0
BB+ 8,784 5.504 - (3.308) 2,196 2.9
BB 11,635 4.872 1,550 737 5,685 7.6
BB- 11,635 3,632 2,201 (686) 5,147 6.8
B+ 3.871 1,752 . (1,055} 697 0.9
B 17,754 2,868 4,079 (367 6,580 8.7
B- 8,501 1,151 1,281 (284) 2,148 2.9
CCC+ 9,402 704 1,176 - 1,880 25
ccc . 9,402 393 641 1,034 1.4
CcCce- 18,804 616 1,264 - 1,880 2.5
Non-rated 40,216 2,261 134 (384) 2,011 2.7
Non-rated interest only - 408 275 (40) 643 0.8
Total $178,690 $56,531 $25,658 $(6,861) $75.328 100.0%

At December 31, 2007, the AAA interest only certificate had a
notional amount of §536.5 million and the non-rated interest only cer-
tificates had a combined notional amount of $194.7 million.

The decreases in fair value are due to widening interest rate spreads
resulting from market conditions and are not reflective of the credit
quality of the underlying assets. We have the ability and ntent to
hold these investments until recovery: as such, we have determined

that the decreases in fair value are temporary.

Fair value of the retained CMBS certificates is determined assuming
no defaults on the underlying collateral loans and according to the
payment terms of the underlying loans, which generally do not allow
prepayment without yield maintenance except during the last three
months of a loan.
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At December 31, 2007, the remaining key assumptions used in
measuring fair value and the sensitivity of the current fair value
of the retained CMBS certificates to potential adverse changes are
as follows:

Discount Rate

Expected Credit Loss Applied to Cash Flaws
Weighted Discount
Average Rate applied to 1.0% Adverse 2.0% Adverse
(dollars in thousands) Life (yrs) Cash Flows 1% CDR W 2% CDR W Change Change
Security rating:
AAAinterest only 5.9 15.16% (10.00)% (10.40% (12.70)% (14.54)%
AA+ 8.9 8.93 (1.70) {2.65) (6.20) (11.92)
BBB- 11.0 12.34 (1.61) (8.79) (6.51) (12.44)
BB+ 9.1 25.43 (967 (20.27) (4.84) (9-35)
BB 1.0 14.75 (3.55) (34.09) (6.23) {11.91)
BB- 1.1 16.21 (4.47) (54.02) (6.01) (11.50)
B+ 10.0 31.03 (5.88) (37.39) (4.25) (8.20)
B 1.5 19.37 (8.86) (59.16) (5.51) (10.56)
B- 12.0 25.66 (10.55) (55.94) (4.60} (8.84)
CCCe 12.4 32.74 (23.47) (51.75) (3.45) (6.67)
ccc 13.3 56.54 (17.74) (38.53) @71 (3.36)
cce- 15.7 62.08 (43.68) (53.25) f1.62) (3.19}
Non-rated - 80.27 (26.52) (34.66) {18.08) (15.60)
Non-rated interest only 7.8 20.71 (77.12) (77.15) 4.7 (9.06)

(1} Constant Defauit Rate

These sensitivities are hypothetical changes in fair value and cannot be
extrapolated because the relationship of the changes in assumption to
the changes in fair value may not be linear. Also, the effect of a varta-
tion in a particular assumption is calculated without changing any
other assumption, whereas change in ane factor may result in changes
to another. Accordingly, no assurance can be given that actual results
would be consistent with the results of these estimates.

The interest rates on the principal classes range from 4.0% to 5.7%
and range from 0.4% 10 1.1% on the interest unly classes. During the
years ended December 31, 2007 and 2006, we received $16.0 million
and $6.7 million, respectively, from retained CMBS certificates.

Delinquencies on the collateral loans underlying the retained CMBS
certificates totaled (.6% at December 31, 2007, compared 1o 0.4%
at December 31, 2006, At December 31, 2007, actual losses to date
were 7.1% of the underlying securitizations, and projected remaining
losses are estimated at 13.5% of the underlying securitizations. At
December 31, 2006, actual losses to date were 7.3% of the underly-
ing securitizations, and projected remaining losses were esumated at

13.3% of the underlying securitizations.
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D. CMBS

Purchased CMBS investments we hold {not including those held at
the fund level detailed in Note 23) were comprised of the following as

of December 31, 2007

Accreted Unrealized Unrealized Fair Percentage
{dollars in thousands) Face Amount Cost Gain Loss Value of Fair Value
Security rating:
BB+ % 3,808 $2,244 $ - $ (217) $2,027 15.2%
BB 3,898 2,097 - (217) 1,880 14.0
BB- 3,808 1,959 - (119) 1,840 13.8
B+ 10,395 4,308 - (121) 4,187 313
B 2,559 542 - {15) 527 4.0
B- 3,808 813 - (22) 791 5.9
Non-rated 10,395 2,167 - {(s8) 2,109 15.8
Total $38,981 $14.130 5 - $(769) $13.361 100.0%

The decreases in fair value are due to widening interest rate
spreads and we believe are not reflective of the credit quality of
the underlying assets. We have the ability and intent to hold these
investments until recovery; as such, we have determined that the
decreases in farr value are teinporary.

E. SYNDICATED CORPORATE DEBT

During 2007, our Credit Risk Products segment expanded its
product lines to include acquisition of syndicated corporate debr.
The investments at December 31, 2007 primarily represent term
loans and have been funded through a new warchouse line (see

Note 11).

{nformation regarding cur syndicated corporate debt investments
is as follows as of December 31:

{in thousands} 2007

Amortized cost basis $27,839
Gross unrealized losses (50}
Total fair value perbalance sheet $27.749

All of the unrealized losses have been for periods of tess than twelve
months. The unrealized losses relate to recent fluctuations in the
market for these securities, We have the intent and ability to hold
these investments until recovery and have therefore concluded thar
these declines in fair value are temporary. With respect to two assets
in the portfolio, we recognized impairment of $0.1 million due to sale
of the investments subsequent to December 31, 2007.

NOTE 7 - EQUITY METHOD INVESTMENTS

Equity method investments consisted of:

(in thousands) 2007 2006

$38,760

Equity interests in LIHTC partnerships $40,546
Through a subsidiary, we acquire equity interests in entities that
own LIHTC properties on a short-term basis for inclusion in
future Affordable Housing segment investment fund offerings.
We expect to recapture our costs in such investments from the pro-
ceeds when the investment fund has closed.
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For further discussion regarding AMAC and CUC, for which our
interest held is accounted for under the equity method, refer to
Note 22.

NOTE 8 - OTHER INVESTMENTS

Other investments consisted of:

(in thousands) 2007 2006
Mortgage loans held for sale $ 92,987 $121,98¢
Mortgage loans held for investment 15,687 46,478
Stabilization escrow 62,566 -
Construction loans to LIHTC properties 6,379 12,946
Miscellaneous investments 6,581 10,073
$184,200 $191,486

l " A, MORTGAGE LOANS HELD FOR SALE

Mortgage loans held for sale include vriginared loans typically sold to
government sponsored entities, such as Fannie Mae, Freddie Mac and
GNMA within three months of origination.

" "B. STABILIZATION ESCROW
A portion of the cash received from the mortgage revenue bonds
re-securitized with Freddie Mac (See Note 4) was placed in escrow
in connection with stabilization requirements for certain properties
securing some of the mortgage revenue bonds.  As the associated
bonds complete those stabilization requirements, the funds will be
released to us. The required balance of the escrow account depends
upon the owstanding principal balances of the associated bonds and
the property status of each. Of the amount required as of the transac-
tion date ($126.0) million, we funded $76.0 million and are required
to fund the balance as we receive additional commitments on a new
credit facility that we entered into at the time of the transaction (sec
Naote 11). Weare required to pay a fee at an annual rate of 3.0% of any
unfunded balance and the rate will increase to 8.0% in July 2008 and
11.0% in January 2009. As there is risk to the projected stabilization
of the underlying properties, we recorded the escrow balance at its ner
present value assuming a 15.0% discount rate.




C. CONSTRUCTION LOANS TO LIHTC PROPERTIES

Threugh a subsidiary, we issue construction loans to LIHTC proper-
ties on a short-term hasis until the properties are included in future
Affordable Housing investment fund offerings. These loans are
guaranteed by the developers of the LIHTC properties.

NOTE 9 — GOODWILL AND INTANGIBLE ASSETS, NET

Goodwill and intangible assets. net consisted of the following at
December 31:

{in thousands) 2007 2006

Goodwill $342,667 $345,806
Other intangibie assets, net 103,077 126,459
Mortgage servicing rights, net 58,529 68,785
Tofal $504,273 $541,050

NoTEs 70 CONSOLIDATED FINANCIAL STATEMENTS

A. GoobpwiLL

The table provided below summarizes information regarding good-

will, which we include in our Corporate segment:

{in thousands) Total
Balance at january 1, 2006 $235,684
Additions 116,774
Reductions (6.652)
Balance at December 31, 2006 $345.806
Additions 432
Reductions @.571)
Balance at December 31, 2007 $342,667

The goadwill addition in 2007 was due to the adoption of FIN 43
(see Note 20) and a reserve for an uncertain tax position that existed
at Centerline Investors ar acquisition. The goodwill addition in 2000
relates to the acquisitions of CharterMac Real Estate Securities and

Centerline Investors {see Note 3).

Reductions to goodwill in 2007 and 2006 pertain primarily to the
redemption of SCUs (see Note 15). The deferred tax impace of such
redemption effectively reduces the purchase price for the subsidiary
they were issued to finance. In addition, we reduced goodwill in
2006 by $6.1 million in connection with the closure of CharterMac
Real Estate Securities, $1.0 million of which we charged 10 expense
while the remainder pertained to consideration returned to us. Other
reductions in 2007 relate to the final allocations of cur purchase price
of Centerline Investors.
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Although partially contingent upon subsidiary equity conversions, all
of our goodwill is tax-deductible.

B. OTHER INTANGIBLE ASSETS

The components of other intangible assets, net arc as follows as of December 31:

Estimated
Useful Life Gross Accumuiated
(dollars in thousands) {in years) Carrying Amount Amortization Net
2007 2006 2007 2006 2007 2006
Amartized intangible assets:
Transactional relationships 16.7 $103,000 $103,000 $ 34,721 $25,500 $ 68,279 $ 77,410
Partnership service contracts 9.4 47,300 47,300 28,057 16,604 19,243 30,696
General partner interests 8.5 6,016 6,016 2,547 1,774 3,469 4242
Jaint venture developer relationships 5.0 4,800 4,800 3,955 2,915 845 1,885
Mortgage banking broker relationships 5.0 1,080 1,080 612 396 468 684
Other identified intangibles W - - 4,427 3,658 - 769
Weighted average life/subtotal 13.8 162,196 166,623 69,802 50,937 92,304 115,686
Unamortized intangible assets:
Mortgage banking licenses and approvals
with no expiration 10,773 10,773 - - 10,773 10,773
Total other intangible assets, net $172,969 $177,396 $69,802 $50.937 $103,077  $126,459
(in thousands, 200 2006 200 PR :
) d > C. MORTGAGE SERVICING RIGHTS
Amortization expense © $15,387 $15,534 $14,332

(1) Other identified intangibles pertained to the acquisition of mortgage revenue bond
investments, for which the amortization ($0.5 million per year) reduced mortgage
revenue bond interest income. This asset was written off at the time of the re-
securitization of the mortgage revenue bond portfolio. Expense for the year ended
December 31, 2007, excludes the AMAC impairment charge as described below.

In light of declining performance at AMAC in the fourth quarter of
2007 resulting from the disruption in mortgage and credit markets,
we recorded a pre-tax impairment charge of $7.2 million with respect
to the partnership service contract asset as a result of our management
of AMAC. In 2006, we wrote off $1.6 million of unamortized trans-
actional relationship assets associated with the closure of CharterMac
Real Estate Securities (see Note 5). In 2003, management decided to
change the name of the subsidiary that conducts our fund sponsor-
ship business and we wrote off an intangible asset attributed to the
trade name, resulting in a charge of $22.6 million. These charges are
included within “write-oft of goodwill and intangible assets” in the

consolidated statements of operations.

The estimated amortization expense for other intangible assets for the
next five years is as follows:

{in thousands)

2008 $ 15,272
2009 % 13,838
2010 $ 9,314
201 $ 9.278
2012 $ 8,727
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The components of the change in MSRs and related reserves were as

follows:

{in thousands)

Balance at |anuary 1, 2006 $ 62,190
MSRs and other servicing assets

acquired in Centerline investors acquisition 17,607
MSRs capitalized 8,798
Amortization (19,660)
Increase in reserves {150)
Balance at December 31, 2006 68,785
M5Rs capitalized 10,815
Amortization (21,071)
Increase in reserves -
Balance at December 31, 2007 $ 58,529
Reserve for Loan Losses:
Balance at January 1, 2006 $ 12,966
Net additions 150
Balance at December 31, 2006 13,116
Net additians -
Balance at December 31, 2007 $ 13,116

MSRs capitalized in 2007 include $2.2 million associated with our
ongoing servicing for the bonds included in the re-sccuritization of




the mortgage revenue bond portfolio which we aceounted for as sold
{see Note 4),

The estimated amortization expense for the MSRs for the next five
years is as follows:

NoTes To CoNsoLIDATED FINANCIAL STATEMENTS

NOTE 10 - DEFERRED COSTS AND OTHER ASSETS, NET

The components of deferred costs and other assets, net are presented
in the 1able below:

December 31, December 31,
(in thousands) (in thousands) 2007 2006
2008 $ 12,838 Deferred financing and other costs $ 39,599 $ 32,472
2009 $ 10,400 Less: Accumulated amortization (5.176) (6,718)
2010 $ 7.636
2011 $ 6,849 Net deferred costs 36,423 25,754
2012 $ 5,606 Deposits receivable 59,057 13,251
Interest receivable 10,550 30,275
Fees receivable, net of reserves 14,057 16,842
The estimated fair values of the MSRs, based upon third-party and  Furniture, fixtures and leasehold
internal valuations, were $85.8 million at December 31, 2007 and improvements, r.let 8.366 9,748
$99.0 million at December 31, 2006. The significant assumptions used Income taxes recewable' 227 714
; . i ) Interest rate swaps at fair value - 2,236
in estimating the fair values at December 31, were as follows: Othar 11,278 6.140
2007 2006 Total $140,902 $107.969
Weighted average discount rate 17.54 % 16.04%
Welghted average pre-pay speed 9.98 % 10.94 % A. DEFERRED FINANCING AND OTHER COSTS
Weighted average lockout period 4-0 years 4.7 years -
Weighted average default rate 50% 27 % During 2007, in connection with the Freddie Mac Transaction (see
Cost to service loans $2,215 $2,286 Note 4}, we terminated the previous credit facilities and replaced
Acquisition cost (per loan) 1,464 $1.457 them with new facilities {see Note 11}. This resulted in a write-off of

The table below illustrates hypothetical fair values of MSRs at
December 31, 2007, caused by assumed immediate changes to key
assumptions which arc used to determine fair value.

{in thousands) 2007 2006
Fair value of MSRs at December 31, 2007 $85,762  $98,956
Prepayment speed:
Fair value after impact of 10% adverse change 84,089 98,095
Fair value after impact of 20% adverse change 84,281 97,335
Discount rate:
Fair value after impact of 10% adverse change 81,013 94,381
Fair value after impact of 20% adverse change 76,915 90,219
Default rate:
Fair value after impact of 10% adverse change 85,683 98,813
Fair value after impact of 20% adverse change 85,613 98,709

These sensitivities are hypothetical changes in fair value and cannot be
extrapolated because the relationship of the changes in assumption w
the changes in fair value may not be linear. Also, the effect of a varia-
ton in a partucular assumption is calculated without changing any
other assumption, whereas change in one factor may result in changes
to another. Accordingly, no assurance can be given thar actaal results
would be consistent with the results of these estimates.

$5.2 million of deferred financing and other costs related to the old
facilities and the capitalization of 813.2 million of costs related to the

new facilites.

During 2004, in connection with the restructuring of our securitiza-
tion pragrams (see Note 12) we wrote off the unamortized balance of
deferred financing costs pertaining to the terminated programs. Asa
result, we recorded incremental amortizarion expense of $3.4 million
during 2006, In connection with refinancing our lines of credit at the
time of the Centerline Investors acquisition {see Notes 5 and 11) we
wrote off the unamortized balance of deferred financing costs per-
taining to the terminated lines (80.1 million) and recorded deferred
costs of $9.3 million related to the new facilities.

B. DEPOSITS RECE\WVABLE

Deposits receivable consists primatrily of collateral deposits related
to credit intermediation agreements to provide specificd investment
vields to investors (see Note 25}, As the primary creditintermediator
in these transactions is a third-party, we have been required to post
collateral in connection with our contingent obligation. Prior to the
re-securitization of our mortgage revenue bond portfolio {see Note
4}, we posted certain bond investments to fulfill this requirement.
Upon completion of the transaction, we were required to deposit

$55.0 million in cash as substitute collateral.
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NOTE 11 - NOTES PAYABLE

Notes payable included the following ar December 31

{in thousands) 2007 2006
Term lean $140,000 $249,375
Revolving credit facility 210,000 177,500
CMC warehouse line 32,302 122,459
tultifamily ASAP plus facitity 58.413 -
Commercial Real Estate repurchase lines 56,912 41,598
Syndicated corporate debt warehouse line 5,423 -
Qther 2,838 233
Total notes payable $505,888 $501,165

A. TERm LOAN AND REVOLVING CREDIT FACILITY

In August 2006, in connection with our acquisition of Centerline
Investors {see Note 5), we entered inteo a syndicated loan commitment
with various lenders and Bank of America, N.A. ("Bank of America)
As agent. The commirment pravided a $250.0 rillion term loan
(the *Term Loan") and a $250.0 million revolving credit facility (the
“Credit Facility™).

The Credit Facility and the Term Loan bore interest at the London
Interbank Offered Rate (“LIBOR™) plus 2.5% for the Term Loan, or
a margin ranging from 1.625% to 1.875% depending on the ratio of
“funded debt to adjusted CAD”, as defined in the credit agreement,
for the Credit Facility. In Tune 2007, we increased the borrowing
capacity to $320.0 million.

In December 2007, in connection with the Freddie Mac Transaction
(see Note 4), we rerminated the Term Loan and Credit Facility and
entered into a new credit facility agreement. The new agreement
provides us with a §140.0 million terin loan (subject to an increase of
up to $10.0 million upon an increase in lenders’ commitments), which
matures in December 2008 (the “New Term Loan”, and a $225.0 mil-
lion revolving credit facility (subject to an increase of up to §75.0 mil-
lion upon an increase in commitments and subject to a step-down ta
$275.0 million on March 30, 2009) {the “Revolving Credit Facility™),

which matures in June 2009, subject to a six-month extension.

As we receive additional commitments under these facilities, incre-
mental borrowings will be required to fund the stabilization escrow
associated with the re-securitization of our mortgage revenue bond
portfolio (see Notes 4 and 8) and to pay costs associated with the trans-
action {see Note 13).

All ar a portion of the new Revolving Credit Facility and New Term
Joan bear interest at LIBOR plus a margin of 3.00% through March
31, 2009, and a margin of 2.75% thereafter, to the termination of the
new agreement.

As provided for in the new agreement, we are also able to receive
“Swingline Loans™ (borrowings of up to $25.0 million that we may
request under the Revolving Credit Facility), with each loan bearing
interest ar the prime rate set by Bank of America,

We may prepay the New Termn Loan and the Revolving Credit
Facility plus accrued interest, in whole or in part and without pre-
mium or penalty, subject to certain restrictions. The New Term loan

is also subject to mandatory prepayment under certain circumstances.

The outstanding principal of the New Term Loan is required to be
reduced by:

(i) $15.0 million on or before March 31, 2008, from the maximum
New Term Loan principal balance permitted under the new

agreement;
(i) an additional $15.0 million on or before June 30, 2008;
{iii} an additional $45.0 million on or before August 31, 2008; and

{(iv) an additional $25.0 million on or before October 31, 2008.

The entire ousstanding principal balance of the New Term T.oan will
he due and payable on December 26, 2008.

Stock of certain of our subsidiaries is pledged as collateral under the
New Term Loan and the Revolving Credit Facility. The weighted
average net interest race was 7.16% as of December 31, 2007.

The New Term Loan and the Revolving Credit Facility require us to
satisfy certain financial and other covenants including (as defined in

the agreement):
* 2 minimum leve! of consolidated net worth;
* a minimum ratio of consolidated EBITIDA to fixed charges;
2 minimum ratio of funded debt to consolidated EBITDA; and

s certain limitations on distributions (including distributions to
minority interest holders).

The terms of the New Term Loan and the Revolving Credit Facility
also required us to obtain permanent equity financing. In connec-
tion with that requircment, we issued convertible preferred shares in
January 2008 (see Note 28).

B. CMC WAREHOUSE LINE

In May 2007, we entered into a warehouse facility which replaced
the $100.0 million warchouse facility previously used by Centerline
Mortgage Capital Inc. (“CMC™M, our Commercial Real Estate mort-
gage banking facility. The facility {whose lenders are now repre-
sented by Bank of America, N.A, as agent} had a rotal capacity of
$150.0 million as of December 31, 2007, matures in May 2008 and
bears interest at LIBOR phus 0.7%. Mortgages financed by advances
from this fzcility as well as the related servicing and other rights (see
Notes § and 9) are pledged as security under the facility. Borrowing
under the CMC warehouse line relates to the level of mortgage loans
held for sale (sce Note 8). As of December 31, 2007, the interest rate
was 5.56%.

C. MULTIFAMILY ASAP PLus FACILITY

Under this program with Fannie Mae, mortgage loans are ini-
tially funded using the CMC warehouse line described above.
Subsequently, Fannie Mae funds approximately 99% of the loan and
CMC funds the remaining 1%. CMC is later reimbursed by Fannie
Mae. Asof December 31, 2007, the interest rate was 4.71%.




" D, COMMERCIALREAL ESTATE REPURCHASE LINES.
At December 31, 2007, we were a party to two repurchase agree-
ments with two counterparties that provide total commitments of
$205.0 million, although the maximum amount available to borrow
under each facility 1s limited by the value of the pledged collateral.
As of December 31, 2007, we owed $56.9 million (based on retained
CMBS certificate collateral with a fair value of $68.2 million) under
these agreements which is the maximum amount without pledging
additonal collateral. Interest rates range from 3.2% to 5.8%. The
borrowings have no specified maturity date, although they may be
called upon six months’ notice by the counterparty. As of December
31, 2007, no such notice had been received from the counterparties.

.. _E CentemuneFinancaLFAuTIES
Upon its launch in June 2006, our Centerline Financial LLC sub-
sidiary {“Centertine Financial™} entered into a $30.0 million senior
debt facility and a $125.0 million mezzanine debt facility, maturing
in June 2036. The senior debt facility is provided by Citbank, N.A.
{"Ciribank™), Natixis Capital Markets Inc. (*Natixis”} and one of our

subsidiary companies and it generally bears interest, at our election, at:
(1) 1.40% plus the higher of

a. the Prime Rate, or
b. the federal funds effective rate, as defined, plus ¥%; or

{(2) LIBOR plus 0.40%.

The mezzanine debt facility is provided by Cicibank and generally

bears interest, at our discretion, at:
(1) 2.25% plus the higher of

a. the Prime Rate, or
b. the federal funds effective rate, as defined, plus 1%, or

(2) LIBOR plus 1.25%.

As of December 31, 2007, no amounts were outstanding under these
facilities.

 F. SYNDICATED CORPORATE DEBT WAREHOUSE LINE
In November 2007, we closed a warehouse facility with Morgan
Stanley Aleabridge Ltd. (*"Morgan Stanley™) to fund syndicated cor-
porate debt investments (see Note 6). The facilicy has a total capac-
ity of $100.0 million, matures in August 2008, and bears interest at
LIBOR plus 1.00%. Investments financed by the facility as well as
certain other assets of our subsidiary serve as collateral under the facil-
ity. As of December 3}, 2007, the interest rate was 5.70%.

_ . G Covenants

We are subject to customary covenants with respect to our various
notes payable, including the covenants described under Term Loan
and Revolving Credit Faeility above. As of Decernber 31, 2007, we were
in compliance with all such covenants,

Nores To CoNsoL1paTED FINANCIAL STATEMENTS

NOTE 12 - FINANCING ARRANGEMENTS
AND SECURED FINANCING

Following are the components of financing arrangements and secured

financing at December 31:

(in thousands) 2007 2006

Freddie Mac secured financing $548,227 $ -
P-FLOATS/RITES 14,275 403,381
Floats/Residuals 044,799
Fixed-rate securitization - 452,990
Total $562,502 $1,801,170

In December 2007, we completed the re-securitization of most of
our mortgage revenue bond portfolio (see Note 4). As a result, we
terminated almost all existing financing arrangements except for the
financing of one mortgage revenue bond not re-securitized through
the Freddie Mac Transaction.

For certain bonds included in the December 2007 re-securitization,
we had continuing involvement principally in the form of perfor-
mance guarantees on payment of principal and interest for defined
periods of time, which preciuded sale treatment despite consideration
received from Freddie Mac. For such assets, a secured financing
liability was established in accordance with SFAS 140, representing
senior certificates outstanding related to those assets we did not recog-
nize as sold. The certificates bear interest at 2 weighted average rate
of 5.2% and mature in relation to the underlying mortgage revenue
bond pools, which can extend to 2049, The mortgage revenue bonds
that secure this financing are summarized in Note 6.B.

The remaining P-FLOATS/RITES arrangement effectively allows
us to borrow against the fair value of the related mortgage revenue
bond. A senior certificate ts sold w a third party investor while we
retain subordinated residual certificated interests. The net effect of
this program is that a portion of the interest we receive from the mort-
gage tevenue bond is distributed to holders of the senior certificates
while we receive any remaining interest via the residual certificate
after related expenses are deducted.

In June 2006, we restructured several of our securitization pro-
grams in place at that time, whereby Centerline Financial became
the provider of credit intermediation, as supported by Nauxis. As
a result, we terminated a prior securitization relationship and cre-
ated a "Floarts/Residuals™ program through Goldman Sachs with a
structure similar to the P-FLOATS/RITES program. In connection
with the termination of the program through which we previously
obtained credit intermediation, we paid $1.4 million in termination
fees (included in general and administrative expense) and $2.6 million
of uther costs (recorded in interest expense) in 2000,

In August 2006, we entered into a $155.0 million securitization
whereby we sold fixed rate certificates secured by a pool of our mort-
gage revenue bonds. In connection with the Freddie Mac transaction,
the fixed-rate securitization was repaid in December 2007,
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CosT or FUNDS

Our annualized cost of funds relating to financing arrangements and

the related amount of interest expense were as follows:

2007 2006 2005
Cost of funds @ 4.79 % 417 % 3.65 %
Interest expense (in millions) © $80.4 $68.7 $44.8
Rate at December 31, excluding fees:
P-FLOATS/RITES 5.00 % 4.02 % 323 %
Floats/Residuals ' - 403 % 3.29 %
Fixed rate - 4.61% -
Freddie Mac secured financing .20 % -

(1) Inciudes effect of aur swaps and, in 2006, incrementa costs related to restructuring
of our securitization programs.

NOTE 13 - ACCOUNTS PAYABLE, ACCRUED EXPENSES

AND OTHER LIABILITIES

Accounts payable, accrued expenses and other liabilities consisted of
the following at December 31:

(in thousands) 2007 2006

Deferred revenues $100,610 $52,564
Transaction costs payable 35,314 -
Interest rate swaps at fair value (Note 15) 50,445 1,997
Distributions payable 41,016 41,554
Accounts payable 15,976 15,006
Salaries and benefits 30,513 29,551
Accrued fund organization and offering expenses 8,484 11,860
Escrow/depaosits payable 5,641 6,844
Accrued interest payable 1,334 8,900
Restructuring accrual 8o 1,128
Unsettled investments 15,000 -
Income tax reserves (Note 20) 2,442 -
Other 6,397 4,395
Total $313,252 $213,799

A. DEFERRED REVENUES

In connection with our Affordable Housing LIHTC fund origination
and management businesses, we receive revenues at the fime a fund
closes associated with origination, property acquisitions, partner-
ship management services and credit intermediation. These fees are
deferred and recognized over various periods as described in Note 2.

B. UNFUNDED ESCROW LIABILITY
AND TRANSACTION COSTS PAYABLE

In connection with the re-securitization transaction with Freddie
Mac (sce Note 4) and the establishment of our new credit facility (see
Note 11) we incurred transaction costs that were not paid at the time
of closing. The transaction fees will be paid upon receiving additional
commitments for the new credir facility, after any additional requireel
funding of a stabilization escrow {see Note 8).
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C. RESTRUCTURING ACCRUAL

Accrued restructuring costs pertain to integration actions with
respect to the acquisition of Centerline Investors {sce Note 5). We
recorded these costs in general and administrative expenses in the
second quarter of 2006, A roll forward of the restructuring costs
{included within our Portfolioc Management and Commercial Real
Estate segments) 1s as follows:

Employee lLease
termination termiration
(in thousands) costs costs Total
Balance at January 1, 2006 - 3 - 3 -
Additions 1,831 164 1,995
Payments (318) -- (318)
Adjustments (549) - (549)
Balance at December 31,2006 % 964 $ 164 $1,128
Additions 165 - 165
Payments (1,129) (84) (1,213}
Balance at December 31,2007 % - $ Bo $ 8o

Adjustments in 2006 represent the reversal of amounts due to
employee attrition in advance of severance dates or amounts reclas-
sified as retention bonuses. ‘The restructuring with respect to
employee terminations was completed in April 2007. The accrual
for lease trermination costs will be paid over the remaining lease term
(2.5 years).

NOTE 14 - FINANCIAL RISK MANAGEMENT
AND DERIVATIVES

Qur derivative instruments are comprised of cash flow hedges of
debt and free-standing derivatives related to investments. While
we carry derivative instruments in both categories at their esti-
mated fair values on our consolidated balance sheets, the changes
in those fair values are recorded differently. To the extent that the
cash flow hedges are effectively hedging the associated debt, we
record changes in their fair values as a component of other compre-
hensive income within shareholders’ equity. If a cash flow hedge
is ineffective, we include such ineffectiveness in our consolidated
statement of operations. With respect to the free-standing deriva-
tives, we include the change in their fair value in our consolidated

statements of operations.

"A. CasH FLow HepGES oF DEBT :

Our New Term Loan and the Revolving Credit Facility (see Note
11) incur interest expense at a variable rare, exposing us to interest
rate risk. We have established a policy for risk management and
our objectives and strategies for the use of derivative instruments
to potentially mitigate such risk. We currently manage a portion of

our interest rate risk resubting from the exposure to variable rates




{henchmark rave} on our eredit facility through the use of an interest
rate swap indexed to, or to LIBOR. Under the swap agreement, for
a specified peniod of time we are required to pay a fixed rate of intes-
est on a specified notional amount to the transaction counterparty
and we receive a floating rate of interest equivalent to the LIBOR
index. The swap outstanding at December 31, 2007, had a notional
amount of $275.0 million, expires in August 2009 and has a fixed rate
of 3.25%. The average LIBOR rate was 3.25% in 2007,3.13% in 2006
and 3.46% in 2005,

Prior to terminating our financing arrangements upon the re-secu-
ritization of out mortgage revenue honds, we also had interest rate
swaps indexed to the Securities Industry and Financial Markets
Association Municipal Swap Index (*SIFMA"} rate, the most widely
used tax-exempt floating rate index. The average SIFMA rate was
3.62% in 2007, 3.45% in 2006 and 2.45% in 2005. We terminared
these swaps when we terminated the financing arrangements and
recognized $1.0 million of expense related to the terminations.
Previously unrealized gains and losses associated with these swaps
were reclassified from accumulated other comprehensive income
when we recorded the termination charge in our consolidated state-

ment of operations.

At inception, we designate these swaps as cash How hedging instru-
ments, with the hedged item being the variable interest payments on
our floating rate debit. At the inception of the hedge and on an ongo-
ing basis, we assess whether the swap agreements are effective in oft-
setting changes in the cash flows of the hedged financing. Amounts
in accumulated other comprehensive income are reclassified into
earnings in the same period during which the hedged forecasted
transaction atfects earnings. Since we are hedging the variable inter-
est payments in our floating rate debt, the forecasted transactions are
the interest payments. An inherent risk of these swap agreements is
the credit risk related to the counterparty’s ability to meet terms of
the contracts with us.

We evaluate our interest rate risk on an ongoing basis to determine
whether it would be advantageous o engage in any further hedging
transactions.

Certain of our consolidated partnerships also had interest rate swaps
accounted for as hedges as of December 31, 2007 (see Note 23).

B. FREE STANDING DERIVATIVES

In 2006, we had an interest rate swap with a notional amount of $26.0

million that hedged the change in fair value of a $26.0 million invest-
ment. This swap was assigned 1o AMAC when we sold AMAC the
related investment in 2006.

One of our businesses within our Commercial Real Estate segment
entered into eleven interest rate swap agreements in connection with
a CMRBS fund that closed in the third quarter of 2007 (see Note 23).
For the year ended December 31, 2007, expense of $13.5 million asso-
ciated with these swaps is included within the change in fair value of
free-standing derivatives,

Notes 1o ConsoLipaTed FinanciaL STATEMENTS

Weare a party to 23 interest rate swap agreements with the developers
of properties relating to certain morigage revenue bonds we owned.
Under the terms of these agreements, we pay a variable rate of intetest
and receive interest at a fixed rate equal to the related bonds. Due to
the re-securitization of the related mortgage revenue bonds in con-
nection with the Freddie Mac Transaction {see Note 4), these swaps
are now decmed 1o be free-standing derivates. At December 31,2007,
these swaps had an aggregate notional amount of $281.9 million,
a weighted average interest rate of 6.27% and a weighted average
remaining term of 14.9 years.

For the above described free standing swaps, we do not apply hedge
accounting to them and, therefore, any changes in the fair values
from the date of the Freddie Mac Transaction are included in interest
expense as detailed below.

) "7 C. FINANCIAL STATEMENT IMPACT

Presented below are amounts included in Interest expense on the
Consolidated Statements of Operatinns related to the swaps described
above:

Year Ended December 31,

{inthousands) 2007 2006 2005
Interest payments —

cash flow hedges $204 $448 $2,963
Interest receipts -

cash flow hedges (3,010) (2,299) (219)
Change in fair value of free

standing derivatives 17,183 (203) 203
Ineffectiveness 1,390 799 399
Net $15.767 $(1,255) $3.346

ln addition to the amounts included in interest expense, as noted
above we recognized a $1.0 million loss in connection with termi-
nating cash Aow hedges and a $19.5 million loss {or the fair value of
swap contracts associated with the mortgage revenue bonds we re-
securitized. Both amounts are included in “Loss on re-securitization
af mortgage revenue bonds™ in our consolidated statement of opera-
tions, We estimate that $3.3 million of the net unrealized loss included
in accumulated other comprehensive income will be reclassified into
interest expense within the next twelve months.

[nterest rate swaps in a net liability position (“out of the money™) are
recorded in accounts payable, accrued expenses and other liabilities and
those in a net asset position (“in the money”) are recorded in deferred
costs and other assets. The amounts recorded were as follows:

December 31, December 31,
(in thousands) 2007 2006
Net liability position $50,445 $1,997
Net asset position $ - $2,236
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NOTE 15 - SUBSIDIARY EQUITY

A. PREFERRED SHARES OF A SUBSIDIARY — SUBJECT TO
MANDATORY REPURCHASE _

Since June 1999, we have issued multiple series of Cumulative
Preferred Shares, which are subject to mandatory repurchase,

through Equity Issuer.

Liquidation
Date of Mandatory Mandatory Number of Preference Total Face Dividend
Preferred Series issuance Tender Repurchase Shares. per Share Amount Rate
(in thousands)

Series A June 1995 July 2009 July 2049 45 $2,000 $90,000 6.625%
Series A1 July 2000 luly 2009 July 2049 48 500 24,000 7-100%
Seties A-2 QOctober 2001 July 2009 July 2049 62 500 31,000 6.300%
Series A-3 June 2002 November 2014 November 2052 60 500 30,000 6.800%
Series B July 2000 December 2010 December 2050 110 500 55,000 7.600%
Series B-1 October 2001 December 2010 December 2050 17 500 18,500 6.800%
Series B-2 June 2002 November 2014 November 2052 50 500 25,000 7.200%
Total $273.500

We collectively refer to the Series A Cumulative Preferred Shares,
Series A-1 Cumulative Preferred Shares, Series A-2 Cumulative
Preferred Shares and Series A-3 Cumulative Preferred Shares as the
“Series A Shares.” We collectively refer to the Series B Subordinate
Cumulative Preferred Shares, Serics B-1 Subordinate Cumulative
Preferred Shares and Series B-2 Subordinate Cumulative Preferred
Shares as the “Series B Shares.” We also collectively refer to the Series
A Shares and the Series B Shares as the *Preferred Shares.”

The Series A Shares all have identical terms except as to the distribu-
tion commencement date and other terms listed 1n the table above.
Likewise, the Series B Shares all have identical terms, except as to
the distribution commencement date and other terms listed in the
table above. The Preferred Shares are subject to mandatory render
for remarketing and purchase on such dates and cach remarketing
date thereafter at their respective liquidation amounts plus all dis-
tributions accrued but unpaid. Each holder of the Preferred Shares
will be required to tender its shares on the dates listed above, unless
Equity Issuer decides to remarket them. Unless Equity Issuer has
determined to redeem them, holders of the Preferred Shares may
elect to retain their shares upon remarketing, with a new distribution
rate to be determined at that time by the remarketing agent. After
the mandatory tender date for a series, Equity Issuer may redeem
the Preferred Shares of that series, subject to certain conditions. The
Preferred Shares are not convertible into our common shares.

If any series of Preferred Shares remains outstanding on or after May
15, 2019, the Preferred Shareholders of such series may direct Equity
Issuer to sell the Class A-1 certificates {retained in connection with the
re-securitization of our maortgage revenue bonds as discussed in Note
4) to Freddie Mac in return for the retirement of the subject series of
Preferred Shares.

The Preferred Shares have annual preferred dividends payable quar-
terly in arrears upon declaration by our Board of T'rustees, but only to
the extent of tax-exempt net income for the particular quarter. With
respect to payment of distributions and amounts upon liquidation,
dissolution or winding-up of our Company, the Series A Shares rank,
senior to:
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¢ all classes or series of Convertible CRA Shares (sec Notes 16
and 17,

»  all Series B shares; and

®  pur commen shares.

With respect to payment of distributions and amounts upon liquida-
tion, dissolution or winding-up of our Company, the Series B Shares
rank senior to our Convertible CRA Shares and cormmeon shares.

Equity Issuer may not pay any distributions to the parent trust until it
has either paid all Preferred Share distributions, or in the case of the
next following distribution payment date, set aside funds sufficient
for payment. Since issuance of the Preferred Shares, all quarterly dis-
tributions have been declared at each stated annualized dividend rate
for each respective series and all distributions due have been paid.

Equity Issucr is subject to, among others, the following covenants
with respect to the Preferred Shares:

Tax-EXEMPT INTEREST AND DISTRIBUTION

Equity Issuer may only acquire investments, other than investments
acquired pursuant to a certain preferred trust contribution agree-
ment, that it reasonably helieves will generate interest and distribu-
tions excludable from gross income for federal income tax purposes.
As soon as commercially practicable, Equity Issuer will dispose of
any investment if its interest becomes includable in gross income
for federal income tax purposes, for any reason, Equity [ssuer may
not dispose of the Class A-1 certificates except in connection with a
redemption of the Preferred Shares or if directed by the Preferred
Shareholders afrer May 15, 2019 as discussed above.

LEVERAGE

Equity Issuer will not, and will not permit any of its subsidiaries to,
directly or indirectly, incur any obligation.




FAILURE TO PAY DISTRIBUTIONS

If Equity Issuer has not paid, in full, six consecutive quarterly distrei-
butions on the Preferred Shares, it is required to reconstitute its board
of trustees so that a majority of the board of trustees consists of truse-
ees who are independent with respect to Equity lssuer, Centerline
and Centerline Affordable Housing Advisors LLC ("CAHA").

ALLOCATICN OF TAXABLE INTEREST INCOME
AND MARKET DISCOUNT

Equity Issuer will specifically allocate taxable interest income and
market discount that is taxable as ordinary income o us. Market
discount, if any, may arise where Equity Issuer acquires a bond other
than upon its eriginal tssuance for less than 1ts stated redemption
price at marurity and the difference is greater than a minor amount
(generally % of 1% of a bond's stated redemption price at maturity
multiplied by the number of complete years to maturity).

LIMITATION ON ISSUANCE OF PREFERRED EQUITY INTERESTS

Pursuant to a consent solicitation agreement with the preferred share-
holders at the time of the Freddie Mac transaction {sec Note 4), Equity
Issuer may not issue any addivonal preferred equity interests.

In accordance with SFAS No. 150, Accounting for Certarn Financial
Instriements with Characteristics of Both Liabrlitres and bguity ("SFAS
150") we classify the Preferred Shares as liabilities in our balance sheet
and include the dividends paid for those share as interest expense in
our consolidated statements of operations.

B. PREFERRED SHARES OF A SUBSIBIARY —
NOT SUBJECT TO MANDATORY REPURCHASE

In May 2004, Equity Issuer issued the following Cumulative Preferred
Shares, which are not subject to mandatory repurchase:

Notes To ConsoLipaTED FinanciaL STATEMENTS

Liquidation
Date of Mandatory Number of Preference Total Face Amount Dividand

Preferred Series Issuance Tender Shares per Share {dollars in thousands) Rate
Series A-4-1 May 2004 May 2015 60 $500 $ 30,000 5.75%
Series A-4-2 May 2004 May 2019 58 £00 26,000 6.00%
Series B-3-1 May 2004 May 2015 50 500 25,000 6.00%
Series B-3-2 May 2004 May 2019 40 500 20,000 6.30%
Total $104,000

Shareholders are required to tender their shares for remarketing.
Equity Tssuer may (but is not required to) redeem these shares at any
time after the mandatory tender dates.

Except for the absence of a mandatory repurchase feature (and for

specific terms enumerated in the table above),

e the Series A-4-land Series A-4-2 shares have the same charac-
teristics as the Series A Shares described above; and

& the Series B-3-1 and Series B-3-2 shares have the same charac-
teristics as the Series B shares described abhove,

In accordance with SFAS 150, as these shares are not subject to man-
datory repurchase, we classify them as mezzanine equity and the
associated dividends are classified outside of interest expense in the

cunsolidate(! stutements of ()})Cl’ﬂl’i()llh‘.
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C. MINORITY INTERESTS

Minority interests in consolidated subsidiaries consisted of the follow-

ing at December 31:

(in thousands) 2007 2006
Convertible SCUs of a subsidiary $165,717 $231,262
Convertible 5CIs of a subsidiary 3,984 4,758
Convertible SMUs of a subsidiary - 5,110
Other 7,015 6,260
Total $176,716 $247.390

Income {loss) allocated to minority interests, net of tax, was as follows
for the years ended December 31:

(in thousands) 2007 2006 2005

SCUs $(23,852) $16,131 $23,091

5Cls (13) 80 -

SMUs {296) 102 330

Other 350 (219) -

Total $24.110) $16.004 $23,421
SCUs

In connection with our acquisition of CAHA, our subsidiary issued
membership interests in the form of 16.1 million SCUs. SCU holders
are entitled 1o distributions at the same time as, and only if, we pay
distributions on our common shares. SCU distributions are calcu-
lated as the amount of common share distributions divided by 0.72,
to adjust for the taxable nature of the income comprising the SCU
distributions, SCU distributions are payable only to the extent of the
subsidiary’s cash flow, supplemented by a lvan of all but §5.0 million
from the parent trust in the event of a shortfall. Any remaining shorz-
fall will accrue interest at a market rate and will only be payable at the
time the subsidiary has sufficient cash flow.

Each helder of SCUs has the right to:
* exchange all or a portion of their SCUs for cash; and

* receive cash for any accrued but unpaid distributions with
respect to SCUs exchanged {not including accrued and unpaid dis-
tributions for the quarterly period in which the exchange occurs).

Instead of cash, we may, at our discretion, exchange the SCUs (and
any accrued but unpaid distributions) for common shares on a one-
for-one basis, subject to anti-dilution adjustments. We would issue
the commaon shares at a price equal to the average closing market
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price of ur common shares for the five consecutive trading days prior
to the date when we receive notice of intent to convert. Qur subsidiary
may not pay any distributions to the parent trust until it has paid all
SCU distributions. Through December 31, 2007, all SCU distribu-
tions have been paid.

As of December 31, 2007, there were 14.3 million SCUs outstanding
and 14.8 million were outstanding at December 31, 2006.

5Cls

In connection with our acquisition of Centerline Investors (see Note
5), our subsidiary issued membership interests in the form of approxi-
mately 268,000 SCls. SCI holders are entitled to distributions at the
same time as, and only if, we pay distributions on vur common shares.
SCI distributions are initially $1.72 per year, subject to an adjustment
in the amount of 95% of the percentage increases or decreases in the
dividends paid by us on our commeon shares.

Each holder of SCIs has the right to:
*  exchange all or a portion of their SCls for cash; and

s receive cash for any accrued but unpaid distributions with
respect to SCls exchanged {not including accrued and unpaid dis-
tributions for the quarterly peried in which the exchange occurs).

Instead of cash, we may, at our discretion, exchange the SCls {and any
accrued but unpaid distributions) for common shares on a one-for-
one basis, subject to anti-dilution adjustments. We would issue the
common shares at a price equal to the average closing market price of
our common shares for the five consecutive trading days prior to the
date when we receive notice of intent to convert.

As of December 31, 2007 and 2006, there were 268,000 SCls
outstanding.

SMUs
SMUs were issued in connection with Commercial Real Estate acqui-
sitions in 2005 and 2006. They had similar features to SCUs and SCls
except that SMU distributions were initially $1.69 per year, subject

to adjustment in the amount of Y5% of the percentage increases or
decreases in the dividends paid by us on the common shares.

As of December 31, 2006, there were 278,000 SMUs outstanding.
During 2007, these SMUs were converted to common shares and no
SMUs remain outstanding at December 31, 2007.




CONVERSIONS

Holders of subsidiary equity units converted holdings as follows:

NotEes To ConsoLipaTED FINANCIAL STATEMENTS

Number Common
Year Converted shares issued Cash Paid
(in thousands)
2005 SCUs 287,000 287,000 -
2006 SCUs 60,000 20,000 $723
SMUs 75,000 75,000 -
2007 SCUs 528,000 - $7,066
SMUs 278,000 278,000 -

Additionally, in 2006, in connection with the closure of CharterMac
Real Estate Securities (see Note 3), we cancelled 114,000 SMUs and
72,000 others were returned to us. We reversed the aggregate amount
of $4.1 million from minority interests to goodwill,

“Orther” minority interests at December 31, 2007 and 2006, primarily
represent the 10% interest in Centerline Financial owned by Natixis.
Natixis has been issued warrants which, generally, may be exercised
beginning June 2009, and if exercised, would increase Natixis's own-

ership percentage to 19%,

NOTE 16 - REDEEMABLE SECURITIES

We previously issued Convernible CRA Preferred Shares ("Converuble
CRA shares”} and 4.4% Cumulative Perpetual Converuble CRA
Preferred Shares ("CRA Preferred Shares™) (See Note 17). In
December 2007, we entered into option agreements with certain hold-

ers of these shares,

The option agreements provide that:

¢ we have the option to repurchase the shares for the original
gross issuance price per share (plus accumulated and unpaid distri-
butions) at any time from the date of the agreement; and

¢ if we do not repurchase the shares by certain dartes, the share-
holders have the option to require us to purchase the shares for
the original gross issuance price per share (plus accumulated and
unpatid distributions).

In addition, the ability of certain shareholders to convert the shares
to common shares is eliminated and in the case of the CRA Preferred

Shares, the agreements also increase the dividend rate on the shares
from 4.4% t0 5.2% (now “Redeemable CR A Shares™ and “Redeemable
CRA Preferred Shares”). The shares for which the conversion was
not eliminated are referred to as “Convertible Redeemable CRA
Shares”.

A summary of the total number of redeemable securities are as fol-
lows as of December 31, 2007;

Series Shares

(in thousands)

Convertible Redeemabte CRA Shares 708
Redeemable CRA Shares 538
Redeemable CRA Preferred Shares 1,100

The three classes are convertible into 0.9 million common shares.

Although not mandatorily redeemable, the shareholders now have
the option to require us to purchase these shares in the future. As
such, these shares are excluded from the Sharcholders’ equity sec-
tion of the balance sheet and presernted in the mezzanine section as of
December 31, 2007. The amounts reclassified represent the fair value
of the associated shares as of the date of the agreements. The differ-
ence between the fair values of the shares and the carrying amounts as
of the option dates ($3.4 million) was recorded as a charge to beneficial
owners’ equity. The diffecence between the fair values of the shares
as of the option dates and the exercise prices of the options is accreted
as a charge to beneficial owners equity over the period from the option
date until the put options are exercisable. These amounts affect earn-

ings per share as illustrated in Note 21,

In 2008, options were exercised leading to an additional 0.4 ml-
lion Convertible Redeemable CRA Shares and 80,000 additional
Redeemable CRA Preferred Shares with similar terms as described
above (see Note 27).

NOTE 17 - SHAREHOLDERS® EQUITY

A. SPECIAL PREFERRED VOTING SHARES
Each holder of SCUs (see Note 15) also holds one special preferred
voting share {(at a par value of $0.01 per share) for each SCU. The

special preferred voting shares have no economic interest, but entitle

- 4

the holder ro vate, on a ene-for-one basis, on all matters subject to a
vote of our common shareholders, We have the right to require that -
each special preferred voung share be redeemed at par and cancelied
simultancously upon. the exchange of an SCU by its holder into cash
or a common share. Other than the payment of $0.01 per share upon
redemption of the special preferred voting shares or the liquidation of
our Company, the special preferred voting shares are not entitled to
any distributions or other economic rights.
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As selling principals of CAHA, Stephen M. Ross {our chairman)
and Marc D. Schnitzer {our Chief Executive Officer and President)
entered into a voting agreement which governs the voting of all of

their:

*  special preferred voung shares,

*  common shares issuable upon exchange of their SCUs, and
* any other common shares currently owned or which may be
acquired by them in the future,

The voting agreement provides that the selling principals of CAHA
will:

e vote their common shares or special preferred voting shares in
favor of the election of any independent trustee approved by our
board of trustees or in the same proportion as the unafhhated hold-
ers of our common shares vote in such election; and

* notexercise any right as shareholder of our Company to nomi-
nate any independent trustee.

Similar veting agreéments with other selling principals of CAHA
expired when their employment with us ended. Mr. Schnitzer's
agreement will terminate at the time he is no longer an employee, offi-
cer, or trustee of our Company. The voting agreement with respect to
Mr. Rass will remain in effect as long as he owns any of aur special
preferred voting shares or common shares. As of January 31, 2008,
{inclusive of shares acquired by an affiliate of Mr. Ross in January
2008) 23.3 million voting shares were subject to this agreement.

B. CONVERTIBLE CRA SHARES -

Our Convcmble Community Reinvestment Act Prcferred Sh'lres.
(“Convertible CRA Shares™) initially were intended to enable finan-
cial institutions to receive certain regulatory benefits in connection
with their investment. We developed a propeietary method for allo-
cating these regulatory benefits to specific financial institutions that
invest in the Convertible CRA Shares. As a result of the re-securitiza-
tion transaction with Freddie Mac in December 2007 (see Note 4),
we do not believe that these shares will continue to qualify for credits
under the Community Reinvestment Act. Other than the preferred
allocation of regulatory benefits, the preferred investors receive the
same economic benefits as our common shareholders including:

» receipt of the same dividends per share;

s pro rata allocation of earnings between the two classes of
shares; and

*  cqual ranking with the common shares with respect to rights
upon liguidation, dissolution or winding up of sur Company.

The Convertible CRA Shares have no voting rights, except on
matters relating to the terms of the Convertible CRA Shares or to
amendments to our Trust Agreement that would adversely affect the
Convertible CRA Shares.

For Convertible CRA shares issued prior to 2002, the investors have
the option to convert their shares into common shares at predeter-
mined conversion rates. For Convertible CRA Shares issued in 2002
and later, conversion into common shares is on a one-for-one basis
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Upon conversion, the investors would no longer be entitled to a spe-
cial allocation of the regulatory beneht.

In December 2007, we entered into option agreements with certain of
the Convertible CRA shareholders (see Note 16) and reclassified the
shares as mezzanine equity at an aggregate fair value of $18.4 million.
Option agreements regarding additional shares were executed in 2008
(see Note 27). '

At December 31, we had the following Convertible CRA Shares

outstanding:

(in thousands) 2007 2006

Convertible CRA Shares issued prior to 2002 291 998
Convertible CRA Shares issued 2002 and later 5,015 5,554
Total outstanding 5,306 6,552
Common shares issuable upon conversion 5,297 6,487

‘ C. 4. 4% CONVERTIBLE CRA PREFERRED SHARES

Our 4. 4% Cumulative Perpetual Convertible CRA Preferred Share\
(“4.4% Convertible CRA Preferred Shares”) have the same CRA
related benefits of the Convertible CRA Shares and likewise have
no voting rights except on certain matters relating to the terms of the
4.4% Convertible CRA Preferred Shares or to amendments to our
Trust Agreement which would adversely affect the 4.4% Convertible
CRA Preferred Shares.

The shares rank senior to our common shares and the Convertible
CRA Shares with respect to rights upon liquidation, dissolution or
winding up of our Company. They rank senior to our common shares
and the Convertible CRA Shares with respect to distributions, which
are cumiulative and fixed at 4.4% of the liquidation amount of $50 per
share. The shares have no stated maturity.

In December 2007, we entered into option agreements with certain of
the Convertible CRA shareholders (see Note 16) and reclassified the
shares as mezzanine equity at an aggregate fair value of $51.5 million.
Option agreements regarding additional shares were executed in 2008
(s¢e Note 27). '

Beginning July 2008, the 4.4% Convertible CRA Preferred Shares
will be convertibie into our common shares at the option of their
holders at a conversion rate of approzimately 1.81 common shares
each (a total of 1.9 million common shares), subject to conversion
adjustment conditions. Also beginning July 2008, we may redeem the
shares at a price equal to their liquidation amount plus any accrued
and unpaid distributions. The shares are also subject to remarketing
provisions beginning in July 2015. All distributions have been paid
through December 2007

D. 11.0% CumuraTive CONVERTIBLE
PREFERRED SHARES AND RIGHTS OFFERING

In January 2008, we issued convertible preferred shares to an
affiliate of Related Companies (a company controlled by Mr.
In February 2008, we
announced a rights offering to allow shareholders to participate

Ross) for net proceeds of $131.2 million,

in this share issuance by purchasing shares from the affiliate of
Related Companies (see Note 27).




In May 2000, we implemented a dividend reinvestment and common
share purchase plan. Under this plan, common shareholders may elect
to have their distributions automatically reinvested in addinonal com-
mon shares at a price equal to the average of the high and low market
price from the previous day’s trading, and make cash payments for
further investment. As of December 31, 2007, there were 149,000
shares participating in the plan, which represented 333 investors,

. F.Repurchases |

e m e e e

The Board of Trustees has authorized the implementation of a com-
mon share repurchase plan, enabling us to repurchase, from time to
time, up to 3.0 million common shares. This plan has no expiration
date. The repurchases are made in the open market and the timing
is dependent on the availabiliey of common shares and other market
conditions. During 2006, we entered mnto a 10b5-1 rrading plan to
facilitate the purchases of shares under this program. In connection
with eur Revelving Credit Facility and New Term Loan (see Note
11}, we are restricted from repurchasing our shares during the term
of such facilities,

In additon to the repurchase plan, we may repurchase shares from
employees in connection with tax withholding requirements upon
vesting of restricted share grants. We account for repurchased com-

NoTrs To CoNSOLIDATED FINANCIAL STATEMENTS

mon shares as treasury shares of beneficial interest. These repur-
chases are not subject to the Revolving Credit Facility and New Term
Loan restrictions described above.

During the years ended December 31, we repurchased shares as fol-
lows, including shares we purchased through the 10b5-1 plan, shares
purchased in 2006 prior to implementing that plan, and via employee

withholdings:
{in thousands) 2007 2006 2005
Number of shares 1,973 1,082 187
Cost, including commissions

and service charges $36,294 $20,883 $4.165

All repurchases during 2005 were in connection with employee with-
holdings and there were no repurchases made under the repurchase

plan during those years.

Although additional shares may be repurchased 1n 2008 in connection
with tax withholding requirements upon vesting of restricted share
grants, we are unable to estimate how many. Additionally, as part of
the rights offering noted in 11.0% Cumulative Convertible Preferred
Shares and Rights Offering above, we will repurchase some of the
newly issued preferred shares and resell them to the extent sharehold-
ers participate in the rights offering.
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G. ACCUMULATED OTHER COMPREHENSIVE INCOME

Changes in accumulated other comprehensive income were as

follows: "
Net Unrealized
Gain/(Loss) Net Unrealized Net Unrealized Net Unrealized Accumutated
on Mortgage Gain/{Loss) on Gain/ (Loss) Gain/(Loss) Other
Revenue Bonds Derivatives, of Equity of Marketzble Comprehensive
(in thousands) Net of Tax Net of Tax Investees Securities Income (Loss)
Balance at January 1, 2005 $ 15,589 $(4,037) $-- $-- $11,552
Unrealized gains (losses), net 87,224 4,517 - 35 91,776
Tax effect - 1,331 - - 1,331
Reclassification to net income (4,555) - - - (4,555)
Balance at December 31, 2005 68,258 1,811 - 35 100,104
Unrealized gains (losses), net {26,285) (3,690} 1,452 286 (28,237)
Tax effect (1,247) 1,246 - - [6V]
Reclassification to net income (5,003) - - - (5,003)
Balance at December 31, 2006 65,723 (633) 1,452 321 66,863
Unrealized gains (losses), net (24,219) 6.137) (50,948) (22,554) (143,858)
Tax effect 11,462 (18,979) - - (7.517)
Reclassification to net income (19,933) - - (75) {20,008}
Balance at December 31, 2007 $33,033 $(25,749) $(89,496) $(22,308) $(104,520)

NOTE 18 - GENERAL AND ADMINISTRAT:IVE EXPENSES

General and administrative expenses consisted of the following for
the years ended December 31:

{in thousands) 2007 2006 2005
Salaries and benefits $116,764 $94,916 $68,983
Professional fees 13,510 14,403 11,357
UIHTC Fund originatien and

property acquisition 8,370 12,338 16,704
Other general and administrative 43,840 39,129 29,351
Total $182,484 $160,786 $125,395

NOTE 19 - SHARE BASED COMPENSATION

A, THE PLan

In June 2007, our shareholders approved the 2007 Incentive Share
Plan (the “Plan”), which replaced our then existing Amended and
Restated Incentive Share Plan.

The purpose of the Plan is designed to attracr, retain and motivate
eligible persons and to provide incentives and rewards for superior
performance.

The Plan allows for the issuance of share options, share appreciation
rights, restricted shares, restricted share units, unrestricted shares,
deferred share units, and performance awards (collectively, the
“Awards”) to eligible persons.

The Compensation Committee (the “Committee”) of our Board of
Trustees administers the Plan. Pursuant to the Plan, the maximum

number of common shares that may be awarded is the lesser of:

¢ 10% of the number of total shares outstanding (as defined in
the Plan) as of December 31 preceding issuances of such awards; or

o the limits prescribed by the national security exchange or
national quotation system on which the shares may then be listed.
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The Committee will grant Awards under the Plan at its discretion,
and it has established the 2007 Outperformance Program (2007
OPP™), and two Annual Incentive Bonus Programs (denominated as
“A” and “B”) that provide for future Awards on terms the Commitree
has established. At this tinie, we can not determine the amount or
dollar value of Awards to be provided under any of these programs
because they depend on our future performance, and because indi-

vidual allocations are discretionary for each program.

B. OUTPERFORMANCE PROGRAM

Under the 2007 OPP, Award recipients will share in a performance
pool if our total return to sharcholders over the three-year period
from January 1, 2007 thraugh December 31, 2009 exceeds 37.5%. The
size of the pool will be 11% of the outperformance return amount in
excess of the 37.5% benchmark, subject to a maximum peol of $25.0
million. The outperformance pool will be paid to participants 1n
the form of restricted share awards which will vest 50% on each of
December 31, 2010 and 2011, subject to the participant’s continued
employment, except as otherwise provided in the 2007 OPP. We are
accounting for OPP Awards as equity awards pursuant o SFAS 123
(R}, Share Based Payment. Grants under this program in 2007 had a
grant date value of $0.7 million. We recognized expense of $0.1 mil-
lion during 2007 in connection with these grants.

" C. ANNUAL INCENTIVE BONUS PROGRAMS

The Annual Incentive Bonus Programs establish cash bonus poaols for
the payment of annual honuses of cash and restricted shares to eligible
persons. Under the programs, we expect to issue awards equal to
4.07% of our cash available for disteibution to shareholders (“CAD"™).
See Note 24 for a defimition of CAD.

D. SHARE OPTIONS

All options granted have an exercise price equal to or greater than the
market price of our common shares on the grant date. The maximum
option term is ten years from the date of grant and options granted




pursuant to the Plan may vest immediately upon issuance or over a
period determined by our compensation committee.

We granted the following options:

Weighted

Weighted Weighted Average

Average Average Vesting

Year Number Exercise Price Term Perigd
2007 984,349 $19.06 10.0 years 1.3 years
2006 544,000 $21.78 7.4 years 2.1years
2005 656,515 $24.35 10.0 years 3.0 years

We used the following weighted average assumptions in the Black-
Scheles option pricing model to determine fair values of options

granted:

2007 2006 2005
Risk free interest rate 4.75% 4.42% 3.01%
Expected years until exercise 1,11 1.7% 2,00
Expected stock volatility 23.01% 23.14% 20.38%
Dividend yield 8.81% B8.11% 6.71%

The following table summarizes activity in our share option plans for
the years ended December 31:

2007

NoTes To ConsoLIDATED FINANCIAL STATEMENTS

2006 2005

Weighted Average

Weighted Average Weighted Average

Options Exercise Price Options Exercise Price Options Exercise Price

Qutstanding at beginning of year 2,018,741 $20.77 1,510,341 $20.42 1,075,313 $17.36
Granted ® 984,349 19.06 544,000 21.78 656,515 24.35
Forfeited (91,510 2118 - - - -
Exercised (32,000} 21.18 (35,600) 2118 (221,487) 17.18
Outstanding at end of year 2,879,180 $20.17 2,018,741 $20.77 1,510,341 $20.42
Fair value of options granted during

the year (in thousands) $1,325 $852 $1,196

(1) Excludes options cancelled and reissued. See Re-issuance of Share Options below.

As of December 31, 2007

Weighted
Average
Remaining
Weighted Contractual Average
Average Term Intrinsic Value
QOptions Exercise Price (in years) (in thousands)
Vested and expected
to vest at end of period 2,879,180 $20.17 75 $ -
Exercisable at end of year 1,486,413 $20.84 6.6 3 -

There was no aggregate intrinsic value at December 31, 2007, due o
the exercise price of the outstanding options being greater than the
closing share price on the last trading day of the year. This amount
will change based on the fair market value of our common shares.

The following table summarizes information about share options
outstanding and exercisable at December 31, 2007:

Weighted
Average
Remaining
Contractual
Number Life Number
Exercise Price Outstanding {in years} Exercisable
$ 156 51,576 2.3 51,576
$ 17.56 2,250 4.7 2,250
$ 17.78 800,000 5.9 600,000
$ 19.06 984,349 9.2 -
$ 21.61 20,000 7.4 20,000
$ 22.03 384,490 B.0 256,327
$ 24.44 636,515 7.0 556,260
2,879,180 7.5 1,486,413

{ E. NON-VESTED SHARES AND SCUs

We issue restricted share grants primarily in connection with
acquisitions or employee bonuses. In conjunction with the CAHA
acquisition in 2003, we issued restricted common shares to various
individuals who are either employees of CAHA or are one of the sell-

ing principals, most of which vested over pertods ranging from three
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months to feur years. During 2006, in connection with the Centerline
Investors acquisition, we issued 1.7 million restricted common shares
to Centerline {nvestors employees (see Note 5}, of which 56,000 shares
vested immediately, with the remaining vesting over a period of one

to four years.

Also, in conjunction with the CAHA acquisition, our subsidiary
issued SCUs to employees other than the selling principals. These
SCUs vested over periods ranging from three to four years.

Activity with respect to non-vested shares and SCUs was as follows
for the years ended December 31:

Weighted Weighted
Average Average
Non-vested Grant Date  Non-vested Grant Date
shares Fair Value 5CUs Fair Value
Non-vested at
January 1, 2005 594,691 $19.37 310,400 $17.92
Granted 119,592 22.37 - -
Vested (365,022) 19.78 - -
Forfeited (8,067) 10.46 - -
Non-vested at
December 31, 2005 241,194 20.25 310,400 17.92
Granted 2,170,371 19.73 - -
Vested {300,483) 20.06 (148,087) 17.92
Forfeited (22,519) 20.56 - -
Non-vested at
December 31, 2006 2,088,571 19.74 162,313 17.92
Granted 914,841 15.58 - -
Vested (856,102} 19.76 (162,313) 17.92
Forfeited (70,821} 16.82 - -
Non-vested at
December 31, 2007 2,076,485 $18.61 - $ -

" F, UNAMORTIZED COSTS AND SHARES AVAILABLE FOR GRANT |

As of December 31, 2007, there was $20.0 million of total unrecog-
nized compensation cost related to share options and non-vested
share-based compensation grants. We expect to recognize this com-
pensation cost over a weighted-average period of 2.2 years.

As of December 31, 2007, there were 7.1 million options or share
grants available for issuance under the Plan. In addition, 0.7 million
opttons or share grants remain available for issnance under the prior
plan.

G. TRUSTEE GRANTS ’
Our independent trustees receive a portion of their annual compensa-
tion in common shares. We granted the following common shares as

part of trustee compensation:

Year Number
2007 51,542 @
2006 11,625
2005 14,466

(1) Of the zoo7 shares issued, 10,077 were issued in jJanuary 2007 in cennection with
2006 services.
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~ " H. RE-ISSUANCE OF STOCK OPTIONS
In July 2007, cur Compensation and Nominating and Governance
Committees approved the cancellation of outstanding options to pur-
chase our common shares issued to Stephen M. Ross, our Chairman,
and the substitution of the cancelled options with new enes on sub-

stantially similar terms.

The Committees took this action because Mr. Ross otherwise likely
would have been subject to adverse tax consequences under Section
409A (“Section 409A™) of the Internal Revenue Code of 1986, as
amended. that werc unforeseen at the time we granted the original
options. The cancelled option was issued to Mr. Ross in consideration
of his service as the Chairman of the Board of Trustees in connection
with our acquisition of CAHA. The cancelled options had an exer-
cise price (§17.78 per share) thar was below the market value of our
common shares (“in-the-money”) on November 17, 2003, the effec-
tive date of the cancelled options, because the parties previously had
agreed that the exercise price would equal the average of the closing
price of our common shares for the 30 calendar-days immediately pre-
ceding the public announcement of the acquisition. For purposes of
Section 409A, the holder of a share option that has been granted “in-
the-money”, to the extent not vested as of January 1, 2005, is subject to
adverse 1ax consequences.

The new options, which were granted with an exercise price above
the market price of our common shares on the grant date:

¢ contain the identical exercise price ($17.78 per common share)
as the cancelled oprions;

*  expire on the same date (November 17, 2013) as the cancelled
options;

e grant an option to purchase the same number of common
shares (800,000) that remained unexercised under the cancelled

option; and

¢ provide for the same vesting schedules with respect to the
remaining unvested shares under the cancelled option (400,000 of
which are vested immediately, 200,000 of which are due to vest
on November 17, 2007 and 200,000 of which are due to vest on
November 17, 2008).

Because the terms of the cancelled options and the new options are
substantially similar, the cancellation and re-grant had no effect on
share-based compensation expenses reported in our consolidated
financial statements.




. INCOME STATEMENT IMPACT

Expense related to our share based compensation was as follows:

Year Ended December 31,

{in thousands) 2007 2006 2005
Outperformance program $ 75 $ - £ -
Share options 1,402 937 895
Non-vested shares and SCUs

{net of forfeitures) 26,969 14,209 7,543
Trustee grants 574 279 313
Net $29,019 $15.425 $8,751

NQTE 20 - INCOME TAXES

A large majority of our pre-tax inceme was derived from our
Affordable Housing bond investing business and the CMBS fund
origination and management husinesses we acquired with Centerline
Investors, which are structured as How-through entities; as such, the
income from those investments does not subject us to income taxes,
Our other businesses are conducted in corporations and are subject to
income taxes,

The compuonents of our pre-tax (loss) income were as follows:

(in thousands) 2007 2006 2005
Not subject to tax $(36,337) $79.34 $79.309
Subject to tax (19,284) (31,555) (48,872)
Total {loss} income

before income taxes $(55,621) $47,786 $30.437

The income tax (benefiy) provision consisted of the following compo-

nents:
(inthousands) 2007 2006 2005
Current:
Federal $ 268 $ 1,107 $ (1,783)
State and local 1,091 3,230 1,384
Total current 1,359 4,337 (399)
Deferred:
Federal (14,574) {17,560} (18,012)
State and local (1.979) 9.436) (10,166)
Total deferred (16,553) (26,996} (28,178)
Valuation allowance 19,701 29,151 -
Total tax provision (benefit) $ 4.507 $ 6,492 $(28,577)

The tax provision (benefit) does not include:

(1) the current tax benefit related to additional tax deductions tor
share based compensation which was credited to beneficial owners’
equity; or

(2} the deferred tax benefit and related valuation allowance result-
ing from unrealized losses on derivative contracts which was cred-

ited to other comprehensive income.

NoTes 10 CoNSOLIDATED FINANCIAL STATEMENTS

Deferred income tax assets and liabilities are computed based on tem-
porary differences between the financial statement and income tax
bases of assets and liabilities that existed at the balance sheet date.

A reconciliation of the statutory federal tax rate to our effective tax

rate is as follows;

2007 2006 2008

Statutory tax rate 35.0% 35.0% 35.0%
Valuation allowance (37.5) 61.1 -
State and local taxes,

net of federal benefit 1.4 8.6) {19.0)
Partnership income not

subject to tax (36.1) (54.2) (89.6}
SCUs/SMUs (see Note 15) 28.0 (13.0) (13.2)
Tax-exempt interest 2.6 (5.3} 6.1)
Share based compensation - {o.5) (0.7)
Qther (1.5) (0.9) (0.3}
Effective tax rate (8.1)% 13.6% 93.9)%

The components of the deferred tax assets and (liabilities) are as

follows:
{in thousands) 2007 2006
DEFERRED TAX ASSETS:
Deferred revenue $35.425 $42,720
Share based compensation 7.234 4,599
Unrealized loss on derivatives 1,006 5,273
Purchased servicing rights 500 1,632
Bad debt reserves 5,417 3,518
Partnerships and depreciation 4,708 2,996
Tax credits and state operating loss

carry forwards 17,261 2,654
QOther, net 610 396
Total deferred tax assets 72,161 63,788
DEFERRED TAX LIABILITIES:
Intangible assets (13,242) (20,250}
Deferred costs 748 (1,115}
Qriginated mortgage service rights {(10,651) (9,329}
Total deferred tax liabilities (24,641) (30,698}
Valuation allowance (47.520) (33,090}
Net deferred tax asset $ - $

At December 31, 2007, our corporate subsidiaries had the following

carry forwards:

(in thousands)
Low income housing credits
{expiring starting tn 2024) $1,508
Alternative minimum tax credits
{do not expire) $ 999

Beginning in 2006, we determined that, in lght of projected raxable
losses in the corporate subsidiaries for the foreseeable future, all of our
deferred tax assets will likely not be realized and therefore we have

provided a full valuation allowance.

The Internal Revenue Service 1s examining the consolidated corporate
tederal income tax return for our subsidiaries subject to taxes for the
tax periods ended June 30, 2003, December 31, 2003 and December
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31. 2004. The New York City taxing authority is examining the
partnership tax returns of one of our subsidiaries for the years ended
December 31, 2003 and December 31, 2004, These examinations are
ongoing and no significant issues have yet been raised.

We adopted the provisions of FIN 48 on Januvary 1, 2007, As a result
of adoption, we recognized a charge of $1.2 million to the January
1, 2007, balance of beneficial owners' equity and $0.4 million to the
January 1, 2007, goodwill balance (see Note 9). As of the adoption
date, we had gross unrecognized tax benefits of $2.0 million and
accrued interest and penalties of $0.8 million. Of this rotal, $2.5 mil-
lion represents the amount of unrecognized tax benefits that, if recog-
nized, would favorably affect the effective income tax rate in future
periods. We do not anticipate that these unrecognized tax benefits
will significantly change due to the settlement of audits and the expi-
ration of statute of limitations prior to June 30, 2008. We recognize
interest and penalties related to uncertain tax positions within our
income tax provision or benefit, which amount was $0.5 million for
the year ended December 31, 2007, A reconciliation of the beginning
and ending amount of unrecognized tax benefits is as follows:

Balance at January 1, 2007 $2,543
Additions based on tax positions related to the current year -
Additions for tax positions of prior years 535
Reductions for tax positions of prior years -
Settlements -
Balance at December 31, 2007 $3,078
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NOTE 21 - EARNINGS PER SHARE, PROFIT AND LOSS
ALLOCATIONS AND DISTRIBUTIONS

We allocate the income of certain subsidiaries first to holders of
minority interests (see Note 15). We then allocate the remaining prof-
its to shareholders in accordance with their percentage interests. In
accordance with SFAS No. 128, Earnings Per Share, 0.8 million com-
mon share equivalents have been excluded in the Diluted EPS calcu-
lation for the year ended December 31, 2007, as we reported a net loss
after dividends for the 4.4% Convertible CRA Preferred Shares. In
addition, the difference between the carrying amounts of redeemable
securities and the exercise price of put options for those shares (see
Note 16) 15 deducted from net inceme to calculate per income allo-
cable to shareholders.

(in thousands, except per share amounts) Income Shares* Per Share
2007
Net {oss $(60,128)
Preferred dividends (4757}
Effect of redeemable shares
(see Note 16) (3.390)
Net loss allocable to shareholders
(Basic EPS) (68,275}  57.175 $(1.19)
Effect of dilutive securities - - -
Diluted EPS ${6B.275)  57.175 $(1.19)
2006
Netincome € 41,294
Preferred dividends (4,752)
Net income allocable to shareholders
(Basic EPS) 36,542 58,154 $0.63
Effect of dilutive securities - 557 -
Diluted EPS $ 136,542 58,711 $0.62
2005
Netincome % 59,014
Preferred dividends (2,020}
Net income allocable to shareholders
(Basic EPS) 56,994 58,018 $0.98
Effect of dilutive securities - 273 -
Diluted EPS $ 56,994 58,291 $0.98

*includes commen and Convertible CRA Shares (see Note 17).

NOTE 22 - RELATED PARTY TRANSACTIONS

INVESTMENTS IN AND LOANS TO AFFILIATES

The components of investments in and loans to afhliares are presented
in the table below:

December 31,  December 31,

(in thousands) 2007 2006
Loan to AMAC $ 77.685 $15,000
Interest receivable on AMAC loan 529 264
Investment in AMAC ¢common and preferred shares 6,910 -
Co-investment in CUC 4,184 3,066
Due from partnerships, net 8,300 44,701
Fees receivable, net 9,567 2,150

$107.175 $65,181

Note: The above table does not include our co-investments in the consolidated
CMBS and High-Yield Debt Fund Partnerships as the amounts are eliminated in
consolidation. These ca-investments totaled $36.1 million as of December 31, 2007,
and $56.5 million as of December 31, 2006,




INCOME STATEMENT IMPACT

Cur Consolidated Starements of Operations included the following

amounts pertaining to related party transactions:

(in thousands) 2007 2006 2005
AMAC asset management and

incentive management fees

and expense reimbursements $ 3,526 $13.630 $4.926
AMAL credit facility interest

income $ 2.970 $ 1,461 $ &y
AMAC servicing fee income $ 655 $ 66 5 -
Equity in loss of AMAC $ (4,012) $ - $ -
TRCLP shared service fee

expense $ 243 $ 620 $ so7
TRCLP property management

services expense $ 4,354 $ 4,277 $ 3,158
i A. AMAC ‘

Through one of our subsidiaries, we manage the operations of
AMAC. In addition, in March 2007, we entered into a share purchase
plan under Rule 10b5-1 under the Securities Exchange Act of 1934, as
amended, whereby we may purchase up to 9.8% of the outstanding
common shares of AMAC in open-market purchases based on pre-
determined parameters. Through December 31, 2007, we purchased
0.6 million common shares (for $5.3 million) under this plan, ar 6.9%
of its outstanding common shares of beneficial interest. Furthermore,
in July 2007, we purchased 0.3 million shares of 7.25% Series A
Cumulative Convertible Preferred Shares issued by AMAC for $7.0
million in connection with AMAC's public offering of such shares.
We account for these investments on the equity method as we can
exercise significant influence over AMAC's financial and operating
policies via our advisory agreement,

In April 2007, we increased the capacity of the revolving credit facil-
ity to AMAC from $30.0 million to $80.0 million and extended the
term o June 2008 with a one year optional extension. This faciliry,
bearing interest at LIBOR plus 3.0%, is used by AMAC o purchase
new investments and for general corporate purposes. Income we
earn from this facility is included in “Other interest income™ in the
Consolidated Statements of Operations, In the opinion of manage-
meng, the terms of this facility are consistent with similar transactions
with independent thied parties.

During 2007. AMAC suspended investment activity due to volatil-
ity in credit markets thar led ro significant margin calls on its debt
facilities and interest race swaps. As a result, it sold certain assets,
recorded impairment charges on others and recorded a substantial net
loss. In addition, AMAC has recorded unrealized losses on some of
its remaining assets and interest rate dertvatives. As we account for
our invesunents in AMAC on the equity method, we have recorded
$4.0 million of losses in connection with our investment and recorcled
dividends received as returns of capital. Due to the equity losses we
have recorded our allocable share of AMAC's unrealized losses, the

carrying value of our investment in its common shares was reduced o

zero and the carrying value of our preferred investment was reduced
to $6.2 million. Although AMAC has notified us that it is in default
under the covenants of the line of credit, interest payments for the line

Notes To ConsoLiATED FINANCIAL STATEMENTS

of credit are current and we have not exercised our rights to demand
repayment as we believe the advances are recoverable.

We earn asset management fees, incentive management fees and
expense reimbursements from AMAC pursuant to an advisory agree-
ment. These fees and reimbursements are included in “Fee income”
in the Consolidated Statements of Operations. Effective March 2007,
we entered into a new advisory agreement whereby the basis of cer-

tain of the fees we earn has changed.

During 2007 and 2006, our Commercial Real Estate subsidiaries
criginated loans on behalf of AMAC of $255.1 million and $531.8
million, respectively. Pursuant to the advisory agreement, we received
mortgage banking fees from the borrowers of $1.1 million and §2.8
million in 2007 and 2006, respectively. We record these fees in “Fee
income” in the Consolidated Statements of Operations. In December
2007, we purchased four loans from AMAC for a total of $32.8 mil-
lion. These loans were funded by the ASAP plus faciliry and will be
sold to Fannie Mae in 2008.

We serve as the collateral manager for AMAC's $400.0 million CDO
and service all of the loans in AMAC’s investment portfolio, per-
forming all primary and special servicing functions. Pursuant to the
servicing agreement, we receive fees from AMAC based on the dollar
amount of loans we service and record these fees in “Fee income™ in
the Consolidated Staternents of Operations.

During 2006, Centerline Real Estate Special Situations Mortgage
Fund LLC (“CRESS") entered into a co-investunent agreement with
AMAC whereby both participate in investment opportumties thar are
originated by our subsidiaries and meet mutual investment criteria.
A portion of CRESS' 2007 and 2006 investments were macle pursuant
to this agreement. In addition, during March 2007, AMAC sold its
economic interest in a group of properties to CRESS for §12.0 million.
During December 2007, CRESS purchased investments from AMAC
for $7.9 million. In January and February 2008, CRESS purchased
additional investments from AMAC for $55.0 million (see Note 27).

r T [

1 B, THE ReLATED COMPANIES LP.
General and administrative expenses include shared service fees paid

or payable to The Related Companies, L.P. (“TRCLP”), a company
controlled by our Chairman.

In addition, a subsidiary of TRCLP earned fees for performing
property management services for various properties held in LIHTC
Fund Partnerships we manage and are included in “Other expenses
of consolidated partnerships” in the Consolidated Statements of
Operations.

During the year ended December 31, 2007, we acquired five mort-
gage revenue bonds secured by properties developed by a subsidiary
of TRCLP. LIHTC Fund Partnerships that we consolidate also
provided equity financing to these properties. CRESS also acquired
participation interests with AMAC in two loans secured by properties
developed by TRCLP.

In January 2008, we issued $131.2 million of our convertible preferred
shares to a company affiliated with TRCLP (see Notes 17 and 27),
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C. CO-INVESTMENT IN CUC

CUC is an investment fund with the California Public Employees
Retirement System (“CalPERS”} as majority investor, focusing on
investments in multifamily properties in major urban markets. Our
membership interest includes a co-investment ebligation amount-
ing to 2.5% of capital invested (see Note 25 regarding future funding
commitments).

D. DUE FROM PARTNERSHIPS, NET

Due from partnerships represents monies advanced to investment
funds that we sponsor. The decline in the balance from December 31,
2006, relates to temporary loans made to investment funds during the
fourth quarter of 2006. a substantial portion of which were repaid in
the first quarter of 2007.

A portion of these advances relate w the financial dithculties of three
developers and our subsequent actions to protect our investments
in the properties that were under development and for which we
assumed the general partner interests {see Note 25). As we consoli-
date those property partnerships, the above balances are net of elimi-
nations of $26.7 million at December 31, 2007, and $24.3 million at
December 31, 2006.
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E. OTHER

Substantialty all fund origination revenues in the Aftordable Housing
segment are received from LIHTC Fund Partnerships we have origi-
nated and manage, many of which comprise the partnerships that we
consolidate. While affiliates of our Company hold equity interests
in the investment funds’ general partner and/or managing member/
advisor, we have no direct investments in these entities and we do not
guarantee their obligations. We have agreements with these entities
to provide ongoing services on behalf of the general partners and/or
managing members/advisors and we receive all fee income to which
these entities are entitled.

In connection with the 2002 refinancing of a property partly owned
by our Chairman, we entered into an agreement which allows the
revenue bond to be put to us should the owner of the underlying
property default on the bond. We, in turn, entered into agreements
which allow us to put the bond to the general partners of the owner
who are affiliates of the Company. This right is secured by collateral
assignments of the general partners’ partnership interests in the lim-
ited partnership which owns the underlying property.
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NOTE 23 - CONSOLIDATED PARTNERSHIPS

Financial information for the LIHTC Fund and Property
Partnerships are as of September 30, 2007, the most recent reliable
date. Information with respect to the CMBS Fund and High-Yield
Debt Fund Partnerships is as of December 31, 2007.

Assets and liabilities of consolidated partnerships consisted of the

f:)l]owmg: December 31, 2007 December 31, 2006
CMBS and CMBS and
LIHTC Fund High-Yield LIHTC Fund High-Yield
and Property Debt Fund and Property Debt Fund
{inthousands) Partnerships Partnerships Total Partnerships Partnerships Total
AVAILABLE-FOR-SALE, AT FAIR VALUE
CMBS $ - $ 1,235,059 $ 1,235,059 $ - $ 719645 $ 719.645
Retained CMBS certificates - 482,424 482,424 - 597,491 597,491
Other - 65,060 65,060 - - -
1,782,543 1,782,543 - 1,317,136 1,317,136
EQUITY METHOD
Equity interests in LIHTC properties 4,178,206 . 4,178,206 3.598,009 - 3,598,009
OTHER
Mortgage loans held for investment - 336,322 336,322 - 101,156 101,156
Other investments 78,055 - 78,055 73,939 1,407 75,346
78,055 336,322 414,377 73,939 102,563 176,502
Investments hetd by consolidated
partnerships 4,256,261 2,118,865 6,375,126 3,671,948 1,419,699 5,091,647
Land, buildings and improvements, net 661,380 - 661,380 617,914 - 617,914
Other assets 290,076 81,659 371,735 276,010 60,858 336,868
Other assets of consclidated partnerships 951,456 81,659 1,033,115 893,924 60,858 954,782
Total assets $5,207,717 $ 2,200,524 $ 7,408,241 $4.565.872 $ 1,480,557 $6,046,429
Financing arrangements $ - $ 1,128,376 $ 1,128,376 $ - $ 687,719 $ 687,719
Notes payable 422,904 35,463 458,367 594,477 21,500 615,977
Repurchase agreements - 410,589 410,580 - 243,955 243,955
Due to property partnerships 970,602 -- 970,602 971,864 - 971,864
Other liabilities 177,979 15,041 193,020 169,065 11,574 180,639
Total liabilities of
consclidated partnerships $ 1,571,485 $ 1589460 $ 3,160,954 $1.735.406 $ 964,748 $2,700,154
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A.CMBS

The CMBS Fund Partnerships invest in and hold CMBS investments.
In August 2007, Centerline Investors closed on an additional CMBS
Fund Partnership, consisting of total accepted capital commitments
of $585.3 million. We participate as a co-investor in the fund, and
have committed $29.3 million of the total capital commitments of this
fund. CMBS investments held by these partnerships comprised the
amounts noted below as of December 31, 2007:

Face Accreted Unrealized Unrealized Fair Percentage
{dollars in thousands}) Amount Cost Gain Loss Value of Fair Value
Security rating:
BBB+ $ 17,000 $ 17,000 $ $ (5.100) $ 11,900 1.0%
BBB 64,105 55,185 (14,438) 40,747 3.3
BBB- 347,032 300,119 (83,523) 216,596 17.5
BB+ 269,706 252,286 (82,372) 169,914 13.7
BB 242,268 222,640 (77,060) 145,580 11.8
BB- 288,470 227,849 (67,687) 160,162 13.0
B+ 202,753 159,347 - (43,506) 115,841 9.4
B 159,821 102,068 419 (34,302) 68,185 5.5
B- 199,830 98,413 2,693 (29,842) 71,264 5.8
cce- 6,000 4,338 - (931) 3,407 0.3
Non-rated 814,602 294,464 2,919 (65.920) 231,463 18.7
Total . $ 2,611,587 $1,733,709 % 6,031 % (504,681) $ 1,235,059 100.0%
The decreases i fair value are due 1o widening interest rate spreadsasa
result of market conditions and we believe are not reflective of the credit
quality of the underlying assets. The CMBS Fund Partnerships have
the ability and intent to hold these investments until recovery; as such,
we have determined that the decreases in fair value are temporary.
B. ReTAINED CMBS CERTIFICATES
The CMBS Fund Partnerships retain interests in certain securitized
assets that they have sold, as well as others purchased in market trans-
actions. Investments in retained certificates held by these partnerships
comprised the amounts noted below as of December 31, 2007:
Face Accreted Unrealized Unrealized Fair Percentage
(dollars in thousands) Amount Cost Gain Loss Value of Fair Vaiue
Security rating:
AAA $ 147.900 $ 144,258 $ $ (.61 $ 142,644 29.6%
AA+ £1,100 49,066 674) 48,392 10.0
AA 15,400 16,252 - (1,365) 14,887 3.1
A+ 62,600 62,609 (4,120} 58,579 12.1
A 66,500 71,667 - (6,967) 64,700 13.4
A- 30,700 28,526 - (1,252) 27,274 5.7
BBB+ 84,138 75,095 - (16,188) 58,907 12.2
BBB 28,781 24,163 - (12,650} 11,513 2.4
BBB- 40,294 31,672 - {17,569} 14,103 2.9
BB+ 47,820 22,770 - {10,815} 11,955 2.5
BB 12,158 5,152 - (2,356} 2,796 0.6
BB- 12,157 4,652 . (2,220} 2,432 a.5
B+ 21,073 7.161 - (3.368) 3,793 0.8
B 11,348 2,745 - (1,043 1,702 0.3
B- 12,158 2,206 - (747) 1,459 0.3
Non-rated 171,173 8,041 909 (93) 8,557 1.8
Non-rated interest only -- 4,749 3,982 - 8,731 1.8
Total $ 815,300 $ 560,874 $ 4801 $ (83.341) $ 482,424 100.0%
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At December 31, 2007, the non-rated interest only certificates had a
combined neotional amount of $1.4 billion.

The decreases in fair value are due to widening interest rate spreads
as a result of market conditions and we believe are not reflective
of the credit quality of the underlying assets. The CMBS Fund
Partnerships have the ability and intent to hold these investments
until recovery; as such, we have determined that the decreases in fair

value are temporary.

Unrealized losses presented above do not include $20.9 million of
unrealized losses that a fund recognized as an impairment charge in
2007 as the fund is scheduted to liquidate in the next two years and
may not hold the assets until recovery.

Fair value of the rerained certificates is determined assuming no
defaults on the underlying collateral loans and according to the pay-
ment terms of the underlying loans, which generally do not allow
prepayment without vicld maintenance except during the last three
months uf a loan. At December 31, 2007, the remaining key assump-
tions used in measuring fair value and the sensitivity of the current
fair value of the retained certificates to potential adverse changes,
were as follows:

NoTEs To ConsoLIDATED FinanciaL STATEMENTS

Discount Rate Applied

Expected Credit Loss to Cash Flows

Weighted Discount Rate
Average applied to 1% Adverse 2% Adverse
(dollars in thousands) Life (yrs) Cash Flows 1% CDR® 2% CDR ™ Change Change
Security rating:
AAA 3.3 6.18% (0.06)% (0.14)% (2.92)% (5.73)%
AA+ 3.9 6.98 {o.y) {0.33) (3.34) . {6.55)
AA 4oty 7-46 (0.03) (0.08) {3.60) (7.05)
At 44 B.14 (0.24) (0.53) (3.64) (7.12)
A 4.9 8.86 (0.03) (0.10) (3.81) (7.44)
A- 5.4 9.12 (0.83) (1.85) (4.22) {8.22)
BBB+ 6.9 12.78 (3.78) (7.06) (4.79) (5.28)
BBB 7.7 21.57 (10.82) (37.94) (4.71) {9.12)
BBB- 8.3 23.25 (9.45) (15.46) (4.84) (9.11)
BB+ 9.1 26.05 (9.60) (19.85) (4.71) (9.35}
BB 9.5 26.93 (7.55) (22.96) {4.78) (9.22}
BB- 9.6 29.62 (6.82) (27.55) (4.47) (8.62)
B+ 10.0 31.35 (5.78) (36.22) (4.25) (8.20)
B 10.3 35.26 (6.10} (38.78) (3.76) (7.28)
B- 10.4 41.30 (6.11) (31.85} (312) (6.04)
Non-rated 12.0 89.15 (7.08) {17.40) (1.04} (2.05)
Non-rated interest only 6.6 32.67 (15.68} (27.93) {z.50) (4.85)

(1) Constant Defoult Rate

These sensitivities are hypothetical changes in fair value and cannot be
extrapolated because the relationship of the changes in assumption to
the changes in fair value may not be linear. Also, the effect of a varia-
tion in a particular assumption is caleulated without changing any
other assumption, whereas change in one factor may result in changes
to another. Accordingly, no assurance can be given that actual results
would be consistent with the results of these estimates.

The interest rate on the principal classes is 4.0% and 0.2% on the inter-
est only class. During the years ended December 31, 2007 and 2006,

consolidated partnerships received $50.0 million and $15.5 million,
respectively, from retained certificates.

Delinguencies on the collateral loans underlying the retained cer-
tificates totaled 0.6% at December 31, 2007. At December 31, 2007,
actual losses to date were 2.4% of the underlying securitizations, and
projected remaining losses are estimated at 23.4% of the underlying
securitizations, At December 31, 2006, actual losses to date were 0.4%
of the underlying securitizations, and projected remaining losses were
estimated at 25.4% of the underlying securitizarions.
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|

C. EQUETY |NTERESTS IN LIHTC PROPERTIES AND DUE TO 1

_ PROPERTY PARTNERSHIPS B

The LIHTC Fund Partnerships invest in property level partner-
ships that neither we nor the LIHTC Fund Partnerships control
and which, therefore, we do not consolidate. “Equity interests in
LIHTC properties” represents the limited partner equity investments
in those property level partnerships. “Due to property partnerships”
represents the unfunded capital commitments of the LIHTC Fund
Partnerships in those property partnerships. As those commitments
are funded, the “Equity interests in LIHTC properties” balance

increases and the “due to property partnerships” balance decreases.

" D. MORTGAGE LOANS HELD FOR INVESTMENT

S P |

Thc ngh Yield Debt Fund Partnership invests in various types of
loans. The aggregate carrying values, allocated by product type and
weighted average coupons, of mortgage loans held for investment
held by that Partnership as of December 31, 2007 and 2006 are pre-
sented in the table helow:

Total Carrying Allocation by Fixed Rate Variable Rate
(dolars in thousands) Commitment Value Product Type Average Yield Average Yield
2007
PRODUCT TYPE:
Bridge loans, variable rate $ 15,000 $ 12,472 3.7% - % 7.70%
Bridge loans, fixed rate 46,626 43,764 11.6 7.12 -
Subordinated notes, variable rate 34,825 21,666 8.7 7.98
Subordinated notes, fixed rate 27,985 25,807 7.0 7.63 -
Mezzanine loans, variable rate 185,841 147,136 46.4 - 8.93
Mezzanine loans, fixed rate 90,474 85,477 22.6 9.79 -
2007 Total/Average $ 400,751 $ 336,322 100.0% 8.28% 8.20%
2006
PRODUCT TYPE:
Bridge loans, variable rate $ 15,000 $ 1178 9.30% % 8.35%
Bridge loans, fixed rate 22,496 22,496 13.94 7.29 -
Subordinated notes, variable rate 40,000 34,157 24.79 - 9.64
Subordinated notes, fixed rate 17,125 12,781 10.61 8.17 -
Mezzanine loans, variable rate 36,500 27,982 22.62 - 9.22
Mezzanine loans, fixed rate 30,256 2,562 18.74 15.00 -
2006 Total/Average $ 161,367 $ 101,156 100.0% 10.15% 9.07%

Morgage loans held for investment had the following scheduled
maturities as of December 31, 2007:

Current

Number of Carrying Value
Year of Maturity Loans Maturing (in thousands})
2008 3 $39.144
2009 11 116,277
2010 g 50,564
2011 4 48,494
2012 2 16,508
Thereafter 64,935
Total 34 $336,322

E. FINANCING ARRANGEMENTS _}

Th(. hn'lncmg arrangements of the CMBS Fund P: lrtn(.rshlps consist
of four separate collateralized debr obligation offerings, with weighted
average interest rates ranging from 4.7% to 8.7% and weighted aver-
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age remaining maturities of 4 1o 10 years. All of this debt is recourse to
the specific collateral and non-recourse to the CMBS funds.

In August 2007, two of our CMBS Fund Partnerships re-securitized
$985.9 million in face amount of CMBS certificates, having a fair
value of $593.6 million, into a collateralized debt obligation offering
and issued $435.0 million in face amount of notes with fixed rate cou-
pons with a weighted average of 6.38%. The proceeds were utilized
to repay $295.5 million of variable rate repurchase agreements and the
balance was returned to the investors in the partnerships.

f ~ F. NoTEsPavaBlE )

()f the L ]HTC Fund Partncrshlps notes payahlc at Dcccmbcr 31,
2007, $256.0 million are collateralized by equity subseriptions of cer-
tain equity partners of the investment funds. Under the partnership

U N

agreements, the equity partnets are also obligated to pay the principal
and interest on the notes. Of the remaining balance, $167.0 million




1s collateralized with the underlying properties of the consolidated

operating partnerships. All of this debt is non-recourse to us.

As of December 31, 2007, the CMBS Fund Partnerships had bor-
rowed $33.5 million under a subscription line facility and did not have
the ability to make any additional borrowings. The subscription line
facility, which was amended in January 2008, expires in 2010 and has
an interest rate of 3.23% at December 31, 2007. There were no cor-
responding borrowings as of December 31, 2006.

At December 31, 2007, the High-Yield Debt Fund Partnership had
no borrowings outstanding under a subscription line facility and had
the abiliry to borrow $25.0 million. The subscription line facility,
which was amended (n February 2008, expires in 2018} and has an
interest rate of 5.30% at December 31, 2007. As of December 31, 2006,
$21.5 million was outstanding.

G. REPURCHASE AGREEMENTS

churchasc facilines of the Con su!ul.ned Pa rmershlps conszsted nfthe

:
;

following as of December 31:

NoTESs To CoNSOLIDATED FINANCIAL STATEMENTS

2007 2006

Total Outstanding Fair Value of Total Outstanding Fair Value of
{doliars in thousands) Commmitments Balance Collateral Commmitments Balance Collateral
CMBS Fund Partnerships $ 784,100 $ 213,159 $ 622,449 £ 495,000 $ 214,224 $ 298,700
Weighted average interest rate 5.4% t0 6.3% 5.3% t0 6.1%
High-Yield Debt Fund Partnership 350,000 97.430 194,600 350,000 26,731 40,700
Weighted average interest rate 6.0% 10 6.4% 6.1%to 6.6%
Total borrowings $ 1,134,100 $ 410,589 $ 817,049 $ 845,000 $ 243,955 $ 339,400

The CMBS Fund Partnerships have six repurchase agreement facili-
ties with four counterparties. Borrowings as of December 31, 2007,
had an average maturity of 26 days and the partnerships did not have
the ability to make any additional borrowings without pledging addi-
tional eollateral.

The High-Yield Debt Fund Partnership has commitments from
three separate repurchase agreement facilives with three counterpar-
ties. Borrowings as of December 31, 2007, had weighted average
remaining maturities of 28 days and the partership did not have the
ability 1o make any additonal borrowings without pledging addi-
tional collateral.

H. OTHER ASSETS AND OTHER LIABIL{TIES

Assctc other than those discussed above include cash, fees 'md interest
receivable, prepaid expenses and operating receivables of the funds,
Liabilities other than debt include interest, distributions, operating
accruals and the fair value of interest rate derivatives.

i FINANCIAL RISK MANAGEMENT AND DERIVATIVES

Thc CMBS Fund Partnerships have entered into amortizing for-
ward-starting swap agreements with Bear Stearns Capital Markets
Inc. (“Bear Stearns”) and Morgan Stanley Capital Services Inc. to
mitigate their proportionate share of the risk of changes in the inter-
est-related cash outflows on the next contemplated long-term debt
issuance. Some of these swaps are designated as hedges under SFAS
133, while others are not. The High-Yield Debt Fund Partnership
has entered into spot-starting swap agreements with Bear Stearns to
mitigate its risk of changes in the interest-related cash outflows on its
financing of its fixed rate investments. These swaps are designated
as hedges under SFAS 133, As of December 31, 2007, we recognized
$1.5 million of expense through the statement of operations which
was previously recognized as part of other comprehensive income due

to change in cash flows of forecasted transactions.
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A summary of the swaps at the CMBS Fund and High-Yield Debn
Fund Partnerships is as follows:

2007 2006
Unrealized Unrealized
Hedge Non-Hedge Loss Included Hedge Non-Hedge Loss tncluded Unrealized
Designated Designated in Other Unrealized Loss Designated Designated in Other Loss
Notional Notional Comprehensive Included in Notional Notignal Comprehensive  Included in
(doliars in thousands) Amount Amount Income Net Income Amount Amount Amount Net Income
CMBS Fund Partnerships $ 334,936 $ 27,655 $ 11,656 $ 1,961 $ 165,855 % 180,670 $ 1,001 $ 1,187
Interest Rates 4.63% 5.23% 4-91% 4.91%
10 5.69% to 5.77% to5.75% 10 5.75%
Maturity Dates Jan 2017 to
Oct 2018 Jan 2017 Jan 2017 Jan z017
High-Yield Debt Fund
Partnership $ 73,006 $ - $ 3407 3 - $ 9915 § - $ 29 $ -
Interest Rates 4.89% 4.89%
105.17% to5.14%
Maturity Dates Dec 2009 to Dec zo09 to
May 2017 Jun 2016
o ‘). REVENUES AND EXPENSES
Revenues and expenses of consolidated partnerships consisted of the fol-
lowing:
Years Ended December 31,
2007 2006 2005
LIHTC CMBS Fund and LIHTC CMBS Fund and GHTC
Fund and Direct Loan Fund and Direct Loan Fund and
Property Fund Property Fund Property
(in thousands) Partnerships Partnerships Total Partnerships  Partnerships® Total Partnerships
Interest income % 14,565 % 180,638 $195,203 $ 10,510 $ 41,218 $ 51,728 $ 5129
Fee income - 738 738 - 100 100 -
Rental income 55,541 - 55,541 30,701 - 30,701 18,824
Other revenues 6,539 - 6,539 7127 - 7127 4,003
Total revenues $ 76,645 % 181,376 $258,021 $ 48,338 $ 41,718 $ 80,656 $ 27.956
Interest expense $ 19,245 $ 81,076 $ 100,321 $ 25,989 $ 21,937 $ 47,926 $ 26,322
Asset management fees 24,611 - 24,611 20,960 - 20,960 21,600
Property operating expenses 26,395 - 26,395 20,825 - 20,825 12,307
Generat and administrative
expenses 21,324 3,028 24,352 14,447 438 14,885 6,858
Depreciation and amortization 29,451 3,643 33,094 22,515 - 22,515 10,416
QOther expenses 4579 - 4,579 2,957 - 2,957 1,847
Subtotal 106,360 6,671 113,031 81,704 438 82,142 53,028
Total expenses $ 125,605 $ 87747 $ 213,352 $107,693 $ 22,375 $ 130,068 $ 79,350

(1 Represents the period from date of Investor’s acquisition in August 2006,
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NOTE 24 - BUSINESS SEGMENTS

We manage our operations through four reportable segments and
two not involved in direct operations as described in Note 1. Segment
results include all direct and contractual revenues and expenses of
each segment and allocations of indirect expenses based on specific
methodologies. These reportable segments are strategic business
units that primarily generate revenue streams that are distinctly dif-
ferent and are generally managed separately. Unallocated cerporate
costs are reported separately.

NoTes To CoNsoLIDATED FinanciaL STATEMENTS

The table below includes CAD, and a reconciliation from CAD to net
income, as CAD was the performance measure used by our chief deci-
sion-maker to allocate resources among the segments and determina-
tion of bonuses through December 31, 2007, There is no generally
accepted methodology for computing CADD, and the Company’s com-
putation of CAD may not be comparable to CAD reported by other
companies. CAD does not represent net cash provided by operating
activities determined in accordance with GAAP and should not be
considered as an alternative to net income (determined in accordance
with GAAP) as an indication of the Company’s performance, as an
alternative to net cash provided from operating activities {(determined
in accordance with GAAP) as a measure of our liquidity, or as an
indication of our ability to make cash disteibutions.
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{in thousands) 2007 2006 2005
REVENUES
Affordable Housing $ 282,956 $ 287,686 $ 263,127
Commercial Real Estate @ 65,893 55,062 46,513
Portfolio Management® 61,402 35,372 22,203
Credit Risk Products 15,748 3,644 -
Corporate Group 28,314 23,940 11,345
Consolidated Partnerships @ 258,021 89,656 27,956
Elimination of intersegment transactions (139,407) (108,101 (76,047)
Consolidated Revenues $ 572,927 $ 387,259 $ 295,097
CAD
Affordable Housing @ $ 118,289 $ 150,327 $ 182,221
Commercial Real Estate 23,906 19,704 3,001
Portfolio Management @ 32,145 17,149 12,646
Credit Risk Products 14,857 (5,822) -
Unallocated corporate costs (94,303) (70,328) (89,158}
Consolidated CAD excluding costs of re-securitization transaction 94,894 111,030 114,710
Cash costs of re-securitization transaction (89,030) - -
Consolidated CAD including cash costs of re-securitization transaction 5,864 111,030 114,710
Reconciliation of CAD to net (loss) income:
Fees deferred for GAAP® {13,036) (30.426) (25,106}
Depreciation and amortization expense (45,099) (45,395) (43,795)
interest income yield adjustments ® (8,991) (4,137) 1,772
Non-cash impact of re-securitization of mortgage revenue bonds 11,127 - -
Galn on sale of investments © 5,553 10,855 11,140
Loss on Impairment of assets {20,008 (5,003) {4,555}
Write-off of intangible assets (7.226) (2,644) (22,567)
Tax adjustment @ (3,147) (2,180) 27,866
Non-cash compensation ® (21,169) {19.348) (8.541)
Difference between subsidiary equity distributions
and income allocated to minarity interests @ 59,543 19,243 11,245
Non-cash equity income ¢ (5.555) 6,253 (358)
Preferred dividends 4757 4,752 2,020
Loss on fair value of derivatives (18,526) (208) (203)
Other, net {4,215) (1.498) (4.614)
Consolidated Net (Loss) Income $ (60,128) $ 41,2094 $ 59,014
DEPRECIATION AND AMORTIZATION
Affordable Housing $ 1,312 $ 6,438 $ 5225
Commercial Real Estate ¥ 15,468 18,058 19,618
Portfolic Management 6,819 107 79
Credit Risk Products 85 - -
Corporate Group 21,415 20,792 18,873
Consolidated Depreciation and Amortization $ 45,099 $ 45395 $ 43,795
Depreciation and Amortization of Consolidated Partnerships $ 33,094 $ 22,515 $ 10,416

December 31, 2007

December 31, 2006

IDENTIFIABLE ASSETS

Affardable Housing $ 1,385,902 $2,866,346
Commercial Real Estate ©@ 410,440 390,886
Portfolio Management 12,136 13,754
Credit Risk Products 102,044 52,337
Consolidated partherships @ 7,408,241 6,046,429
Corporate Group 672,589 794,074
Elimination of intersegment balances (499.764) (475,855)
Consolidated identifiable Assets $ 9,491,588 $9,687.971
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(1) includes Centeriine Investors as of August 2006.

(2) includes funds sponsored by Centerline Investors as of August 2006.

(3) zoo7 includes $92.4 million of costs refated to the re-securitization of our mortgage
revenue bonds to Freddie Mac.

{4} Represents the net difference between fees received at the time of a transaction that

are recognized immediotely for CAD but are deferred and recognized over time for

GAAP accounting (i.e.: fund sponsorship fees recognized over the relevant service

periods} or upon a later event (such as mortgage origination fees recognized upon

settlement of a loan sale).

Represents the adjustment for amortization of bond discounts or premiums that are

recognized immediately for CAD but are deferred and recognized over time for GAAP

accounting, as well as the difference between actual interest income received and
income recognized under the effective yield method.

Represents non-cash gain recognized on sale of mortgage loans when M5Rs are

retained and gains on sales of mortgage revenue bords. This does not include

the costs gssociated with the re-securitization of our mortgage reverue bonds to

Freddie Moc os described in (3) above.

Represents the difference between the tax benefit recorded and the net cash amount

we expect to pay or receive in relation te the current period.

(8) Represents the add-back of amortization of costs recognized for share-based com-
pensation and non-cash compensation related to fund earnings.

(@) Represents the difference between actual distributions to SCU, SMU and 5C1 holders
{which is based on the common share distribution rate) and accounting allocation of
earnings, which is based on the represented portion of combined commen, CRA and
subsidiary equity in allocating GAAP net income.

(10) Represents the difference between equity income recorded in accordance with GAAP
and cash dividends received.

NOTE 25 - COMMITMENTS AND CONTINGENCIES

PRS/CRG/ERC

(s,

=

{8

~

(5

(7

PRS/CRG

PRS Companies {“PRS") and Capital Realty Group ("CRG") were
spoensors of certain property partnerships for which we held mortgage
revenue bonds and/or to which investment funds we sponsor have
contributed equity. A construction affiliate of PRS served as general
contractor for most of these partnerships. Due to financial difficulties
experienced by PRS and its construction afhliate, we ceased our busi-
ness dealings with PRS and acquired the general partner interest in
certain partnerships spensored by PRS as part of agreements reached
in April 2005 (the “PRS Partnerships”). There were two additnonal
projects for which the PRS construction affiliate was general contrac-
tor (the “GCG Partnerships”) for which the general partner interest

owned by PRS or an affiliate were transferred to us at the same time.

Likewise, we entered into agreements in April of 2005 with CRG
with respect to certain partnerships in which CRG served as spon-
sor {the “CRG Partnerships”). The PRS financial difficulties created
construction finance shortfalls that created liquidity problems for
these partnerships as well. In December of 2006, we entered into an
additional agreement with CRG to transfer to us the general partner
interests held by CRG in four additional properties. This agreement
included the termination of certain rights retained by CRG with
respect to the CRG Partnerships in the 2005 Agreements and we have

ceased our business dealings with CRG.

Not1es To CoNSOLIDATED FINANCIAL STATEMENTS

The PRS Partnerships, GCG Partnerships, and CRG Partnerships
are set out in the table below,

In August 2007, we entered into a letter of intent for a developer to
acquire the general partnership interests in nine of the PRS partner-
ships located in Atlanta, Georgia. Under the proposed arrangement,
the acquirer will manage the projects, and we will fund a fixed
amount of advances, after which we will jointly fund any required
advances with the acquirer. We will also jointly share fees and cash
How payable to the general partners of the projects. We anticipate
that the general partner interests in the projects will be sold in the first
quarter of 2008,

ERC

To protect our interests in propertics far which we had provided debt
or equity financing, in October 2006 we reached an agreement with
ERC, Inc. (a developer) to acquire its general partner interests in part-
nerships it had sponsored. Those partnerships are also summarized
in the table below.

We have advanced funds to the partnerships after the takeover to
cover operating costs until the propertics achieve stabilization. Future
equiry payments, and proceeds from the sale of the general partner
interests due from these parinerships will help offser the advances.

In October 2007, we entered into letters of intent to sell the general
partner interests in 17 of the ERC partnerships to a developer. If the
transactions close, the developer wilf acquire six of the general partner
interests for $3.4 million and the remaining 11 general partner inter-
ests for a specified multiple of cash flow as the properties statnlize dur-
ing a three-year periodl. We will jointly fund property deficits with

the acquirer up to specified maximum ameunts.

Summary oF ImpacT

In the first quarter of 2007, we reassessed our strategy with respect to
the ultimate recovery of our investments in these properties. We have
undertaken an initiative to determine the most advantageous strategy
for recovery on the martgage revenue bonds. The strategies to be
followed for individual bonds may involve a change in our planned
holding period of the asset or the level of additional funding we may
provide, if any. The inital assessment of four of the mortgage rev-
enue bonds caused us to recognize an impairment charge of $13.7 mil-
lion in the first quarter of 2007 (see Note 6) due in part to the revision
of the estimared level and timing of cash flows for the valuation of
the properties. In connection with that determination, management
concluded that advances made to our spansored funds in connection
with those underlying praperties may nat he fully recoverable and we
recorded a reserve of $5.6 miilion in 2007,
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The partnerships are summarized as follows:

Centerline Capital Included in Credit Centerline
Sponsored Fund is Intermediated Helds Third Parties
Number Equity Partner Funds GP Interest Provided Equity
PRS PARTNERSHIPS
Lease-Up 1 6 4 6 3
Stabilized 2 - - - 2
Subtotal 13 6 4 6 7
CRG PARTNERSHIPS
Stabilized 3 3 3 B -
Lease-Up 4 4 2 3 -
Rehab 1 1 1 1 -
Construction 1 1 - -
Subtotal 9 9 6 4 -
GCG PARTNERSHIPS
Lease-Up 2 2 1 - -
Subtotal 2 2 1 - -
ERC PARTNERSHIP
Construction 1 1 1 1 -
Lease-Up 13 13 12 13 -
Stabilized 4 4 3 4 -
Subtotal 18 18 16 18 -
Total 42 35 27 28 7

Cur potential exposure falls into three categories as follows:

Cash required to bring the properties to break-even operation — As of
December 31, 2007, advances outstanding totaled $36.0 million, net
of the reserve described above, These advances, and additional loans,
are assessed periodically for collectability. At present, we do not
anticipate that any of the remaining advances would require a charge
to expense, although as the strategy with respect to any property is
implemented, circumstances may require a change in that outlook.

The current marketing plan is to sell the general partner interests in
the above referenced assets over the course of the next twelve months.
The assets continue to be actively managed to minimize the necessary
cash flow outlays and maximize the performance of each asset. Letters
of intent for the purchase of most of the general partner interests are
n place and it 15 anticipated that the properties will, in the aggregate,
require $10.6 million of additional cash over the next 24 months to
fund deficit cash flow at the property level. The 24 month funding
horizon includes up to 12 months of marketing through the ultimate
sale date and an additional 12 months of required funding with the
future general partners as part of the agreement to bring the proper-
ties toward stabilizarion.

Potential cost to provide specified yields — As noted in the table above,
27 of the partnerships are included in credit intermediated funds
for which we are obligated to provide specified yields. As construc-
tion delays are likely to reduce the expected yields of the properties
themselves, performance of the funds is likely to be unpacted as well.
The obligations, however, provide for expected yields on pools of
properties, some of which are performing above expected levels and
the funds themselves often provide for adjustors that may mitigate
the negative impact that would arise from the construction delays
over the guarantee period covered by the agreements. Cur current
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estimate given these factors, and assuming that the property level
partnerships meet their obligations under existing partnership agree-
ments, is that no exposure under these agreements is probable at this
time.

There can be no assurance that a bankruptey by or against PRS or its
affiliares or against ERC may not give rise to additional claims con-

cerning these partnerships.

FORWARD TRANSACTIONS

At December 31, 2007, our Commercial Real Estate subsidiaries had
forward commitments under Fannie Mae and Freddie Mac programs
of $279.1 million for mortgages to be funded through October 2010,
and each lending commitment has an associated sale commitment.
In addition, those subsidiaries had commitments to sell mortgages
totaling $103.9 million. Of this amount, $90.7 million was funded
as of December 31, 2007, and is included 1n “Investments - Other™ as
“Mortgage loans held for sale” on the Consolidated Balance Sheet.
The balance of $13.2 million is to be funded in 2008.

Additionally, we have certain mortgage revenue bonds that we fund
on an as needed basis. The remaining balance to be funded on these
drawdown bonds is $1.1 million at December 31, 2007.

MORTGAGE LOAN LOSS SHARING AGREEMENTS

Pursuant to a master loss sharing agreement under the Fannie Mae
DUS program, we assume responsibility for a portion of any loss that
may result from borrower defaults, based on Fannie Mae loss shar-
ing formulas. At December 31, 2007, a significant proportion of our
loans sold o Fannie Mae consisted of Level I loans, meaning, in most
cases, that we are responsible for the first 5% of the unpaid principal
balance and a portion of any additional losses to a maximum of 20% of




the original principal balance; Fannie Mae bears any remaining loss.
Pursuant to this agreement, we are responsible for funding 100% of
mortgagor delinquency {(principal and interest) and servicing (taxes,
insurance and foreclosure costs) advances until the amounts advanced
exceed 5% of the unpaid principal balance at the date of default.
Thereafter, we may request interim loss sharing adjustments which
allow us to fund 25% of such advances until final settlement under the

agreement,

We also participate in loss sharing transactions under Freddie Mac's
DUI program whereby we originate loans that are purchased by
Freddie Mac, Under the terms of our master agreement with Freddie
Mac, we are obligated to reimburse Freddie Mac for a portion of any
loss that may result from borrower defaults on DUI transactions. For
such loans, if a default occurs, our share of the standard loss will be the
first 5% of the unpaid principal balance and 25% of the next 20% of
the remaining unpaid principal balance to a maximum of 10% of the
unpaid principal balance. The loss on a defaulted loan is caleulated
as the unpaid principal amount due, unpaid interest due and default
resolutions costs (taxes, insurance, operation and foreclosure costs)
less recoveries.

Our maximum exposure at December 31, 2007, pursuant to these
agreements, was $834.7 million (representing what we would owe in
accordance with the loss sharing percentages with Fannie Mae and
Freddie Mac described above if every lnan defaulted and losses were
incurred in amounts equal to or greater than these levels for which we
are responsible), although this amount is not indicative of our actual
potential losses. We maintain an allowance for loan losses for loans
originated under these product lines at a level that, in management’s
judgment, is adequate to provide for estimated losses. At December
31,2007, that reserve was $13.1 million, which represents our estimate
of potential losses as of that date.

As of December 31, 2007, we maintained collateral consisting of com-
mercial paper and Fannie Mae and Freddic Mac securitics of §9.1 mil-
lion and a money market account of $2.0 million, which 1s indluded in
restricted cash in the Consolidated Balance Sheet, 1o satisfy the Fannic
Mae collateral requirements of $10.9 million.

We are also required by the master agreement with Freddie Mac to
provide a letter of credit in the amount of 8% of the original princi-
pal balance as collateral security for payment of the reimbursement
obligation. A reimbursement agreement with the Bank of America
to provide a master letter of eredit covering the collateral require-
ment up to $8.0 million covers this letter of credit requirement. At
December 31, 2007, commitments under this reimbursement agree-
ment totaled §8.0 million,

YIELD TRANSACTIONS

We have entered into several credit intermediation agreements with
either Natixis or Merrill Lynch & Co., Inc. ("Merrill Lynch”} (each
a “Primary Intermediator”) to provide agreed-upon rates of return
for pools of multifamily properties to funds sponsored by CAHA. In
return, we have or will receive fees, generally at the start of each credie
intermediation period. There are a total of 12 outstanding agree-
ments to provide the specified returns:

NoTes ro CoNsoLpaTep FINANCIAL STATEMENTS

*  through the construction and lease-up phases of the properties;

s for the period from the completion of the construction and

lease-up phases through the operating phase of the properues; or

* covering both periods.

Total potential exposure pursuant to these transacrions is $1.5 billion,
assuming the funds achieve no return whatsoever. We have analyzed
the expected operations of the underlying properties and believe there
is no risk of loss ar this time, as we have never yet been called upon
to make payments under these agreements. Should our analysis of
risk of loss change in the future, a provision for possible losses might
be required pursuant to SFAS No. 3, Accounting for Contingencies.
The fair value of these obligations, representing the deferral of the fee
income over the obligarion periods, was $44.3 mitkon as of December
31, 2007. ‘This amount is included in “deferred revenues” within
“Accounts payable, accrued expenses and other liabilities” on our
Consolidated Balunce Sheet. Refer also to PRS/CRG/ERC above,

regarding potential exposure under existing obligations.

OTHER CONTINGENT LIABILITIES

We have entered into several transactions pursuant to the terms of
which we will provide credit support to construction lenders for
project completion and Fannie Mae conversion. In some mstances,
we have also agreed to acquire subordinated bonds to the extent the
construction period bonds do not fully convert. In some instances, we
also provide payment, operating deficit, recapture and replacement
reserve guarantecs as business requirements for developers to obtain
construction financing. Our maximum aggregate exposure relating
to these transactions was $199.2 million as of December 31,2007, The
fair value of these nbligations, representing the deferral of the fee
income over the obligation periods, was $0.7 million as of December
31, 2007. To date, we have had minimal exposure to losses under
these transactions and anticipate no material liquidity requirements

in satisfaction of any guarantee issued.

At December 31, 2007, we had no unused letters of credit as described
in Mortgage Loan Loss Sharing Agreements above.

Centerline Financial has entered into three credit intermediation
agreements to provide for monchly principal and interest debt service
payments for debt owed by property partnerships only to the extent
there is a shortfall payment from the underlying property. In return,
we receive fees monthly based on a fixed rate until the expiration of
the agreements which occur in 2009 and 2023. Toral potential expo-
sure pursuant to these rransactions is $44.0 million as well as monthly
interest obligarions, assuming the bonds default and cannot be sold.
The recourse upon default would be to acquire the bond and foreclose
on the underlying property at which point the property would either
be rehabilitated or sold. The fair value of the obligation, representing
the deferral of the fee income over the obligation period, was $1.2 mil-
lion as of December 31, 2007. This amount is included 1n “Deferred
revenues’ within “Accounts payable, accrued expenses and other
liabilities” on our Consolidated Balance Sheet.
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LEGAL CONTINGENCIES

We are subject to routine litigation and administrative proceedings
arising in the ordinary course of business.

PutaTive CLASS AND DERIVATIVE ACTIONS

Through February 29, 2008, we and our trustees have been named
as defendants in twelve shareholder putative class and/or derivative
actions arising out of our announcements that (i) we have taken steps
to transition our business to more of a fund manager and 1n connec-
tion with such action intend to reduce the dividend payable on our
common shares from that which has been paid in prior years and
(i) we committed to sell an 11% Convertible Preferred Stock to The
Related Companies LP (see Note 27). Six of these cases are putative
class actions pending in federal court in New York that assert claims
under the federal securities laws. The other six cases are primarily
derivative actions, aithough some purport also to assert class claims,

arising under state law. Each of the actions is summarized below.

FEDERAL SECURITIES CASES

On January 8, 2008, the first of the federal securities putative class
actions was filed against us and certain of our officers and trustees
in the United States District Court for the Southern District of New
York. Thereafter, five other, essentially duplicative putative class
actions were also filed in the same court. The complaint in each
case asserts that we and other defendants allegedly violated federal
securities law by failing to disclose in a timely fashion our recently
announced transaction with Freddie Mac. Each complaint seeks an
unspecified amount of compensatory damages and other relief. After
March 18, 2008, the court will designate a lead plaintff for these cases
and we expect that thereafter all six lawsuits will be consolidated into
a single action. We intend to defend vigorously the claims that have
been asserted against us and our officers and trustees. The federal

lawsuits are:

*  On January 18, 2008, Goldstein v. Centerline Holding
Company, et al, No. 08 CV 00503, was filed against us and against
certain of our officers and trustees in the United States District
Court for the Southern District of New York;

e On January 31, 2008, Frank v, Centerline Holding Company,
et al., No. 08 CV 01026, was filed against us and certain of our
officers and trustees in the United States District Court for the
Southern District of New York;

*  OnFebruary 4,2008, Weinrib v. Centerline Holding Company,
et al., No. 08 CV 01158, was filed against us and certain of our
officers and trustees in the United States District Court for the
Southern District of New York;

¢ On February 11, 2008, Lyons v. Centerline Holding Company,
et al., No. 08 CV 01458, was filed against us and certain of our
officers and trustees in the United States District Court for the
Southern District of New York; and
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+  On February 15, 2008, Dechter v. Centerline Holding
Company, et al., No, (8 CV (1593, was filed against us and cerrain
of our officers and trustees in the Unired States District Court for
the Southern District of New York.

¢ On February 26, 2008, Quill v. Centerline Holding Co., Ine, et
al., No. 08 CV 01902, was filed against us and certain of our officers
and trustees in the United States District Court for the Southern
District of New York.

DERIVATIVE LAWSUITS

On January 13, 2008, the first of the state law cases, a putative class
and derivative action, enritled Off v. Ross, CA No. 3408-VCP, was
filed against us, our Board of Trustees and The Related Companies.
I.P. in the Delaware Court of Chancery. The lawsuit concerns our
sale of 2 new issue of convertible preferred stock to an affiliate of The
Related Companies, L.P. The lawsuit alleges claims for breach of
fiduciary duty against the Trustees and seeks an unspecified amount
of compensatory damages from them as well as injunctive relief
against all defendants. Thereafter, five other derivative lawsuits
asserting the same or similar claims were filed in state and federal
courts in New York and in the Delaware Chancery Court. Two of
these later-filed actions also allege that the trustees breached their
fiduciary duties to us by allegedly violating the federal securities laws
(as alleged in the federal sccurities lawsuits described above). We are
named solely as a nominal defendant in all six derivative actions and
no monetary relief is sought against us in any of those cases. The five
derivative actions filed subsequent to the Off case are:

*  On January 18, 2008, Kramer v. Ross, ctal., Index. No. 100861-
08, was filed against us and our board of trustees, in New York
County Supreme Court:

*  On January 25, 2008, Carfagno v. Schnitzer, et al., No. 08 CV
00912, was filed against us and our board of trustees in the United
States District Court for the Southern District of New York;

*  On January 30, 2008, Ciszerk v. Ross, et al., CA No. 3511, was
filed against us, our board of trustees and The Related Companies,
L.P. in the Delaware Court of Chancery;

¢ On February 22, 2008, Kanter v. Ross, et al., 08 Civ. 01827, was
filed against us, our board of trustees and The Related Companies,
L.P. in the United States District Court for the Southern District of
New York; and

»  On February 27, 2008, Broy v. Centerline Holding Company et
al., No. 08 CV 01971, was filed against us and certain of our officers
and trustees in the United States Distriet Court for the Southern
District of New York.

We have negotiated a settlement with the plaintiff in the Off case
hased on the rights offering which we have previously announced
(sce Notes 17 and 27) and which is subject to court approval. We
believe that the setdlement in Off will also resolve the similar claims
that have been asserted in several of the other derivative lawsuits. If
the court does not approve the settlement in Off, and/or to the extent




that the Off settlement does not resolve all of the claims in the other
cases, the defendants intend to defend themsclves vigorously in all of
the lawsuits.

In addition, the outside members of the Board of Trustees have
received a letter from one of our purported shareholders demanding
that they investigate potential elaims against our officers and wthers
arising out of the allegations asserted in the federal securities litiga-
tion. The Board will consider the tetter at its next regularly scheduled
meeting.

OTHER

Claims have been asserted against our subsidiaries in two separate
but interrelated lawsuits relating to two properties for which we have
provided debt and equity financing, but assaciated with the same
developers. The lawsuits allege, among other things:

*  breach of iiduciary duty;

*  breach of the implied covenant of good faith and fatr dealing:
* intentional misrepresentation, fraud and deceit;

* negligent misrepresentation; and

* rortivus interference with contracts.

One of the lawsuits, which was originally filed in Pierce County
Superior Court, and thereafter transferred to King County Supertar
Court, in the State of Washington, is entitled Silverwood Alliance
Aparements, LLC, et al. v. Afforduble Housing Partnership Alliance LLC,
et al., Case No. 06-2-40705-9SEA. Silverwood involves a counter-
claim for unspecified damages. The other lawsuit, also was ortginally
filed in Pierce County Superior Court in the State of Washington and
thereafter was removed to the United States District Court for the
Western District of Washingron, is entitled Viewcrest Bremerton,
LLC v. Related Capital Housing Partnership 1, L.P. - Series 3, et al.,
Case No. CO6-3439RSM. Viewcrest alleges damages of at least $10 -
15 million against our subsidiaries. Silverwood is currently scheduted
for trial in June 2008. Viewcrest does not currently have a scheduled
trial date. The parties have engaged in discovery and have entered

Notes To ConsoLIDATED FINANCIAL STATEMENTS

into settlement discussions seeking a global resolution of all of these
disputes. 1f such a sertlement cannot be achieved, we intend to defend
vigorously against the elaims. We are unable at the present time to
estimate what potential losses, if any, may arise in connection with

this |itigutiun.
FUNDING COMMITMENTS

cuc

Qur membership interest in CUC {see Note 22) includes a co-invest-
ment obligation amounting to 2.5% of capital invested. Based upon
the current funding limit of CUC, our remaining commiument as of
December 31, 2007, was $1.0 million.

InvesTMENTS IN CMBS ann Fion-Yisen Desr Fuso

PARTNERSHIPS

We participate as co-investor in the CMBS and High-Yield Debt
Fund Partnerships we sponsor (see Note 23). As of December 31,
2007, our remaining unfunded capital commitments were $11.8

million.

LLiask OnLicaTiONS

The future minimum payments and income from subleases for oper-
ating leases as of December 31, 2007, were as follows:

Net
minimum

Minimum Sublease lease
{in thousands) lease payments income payments
Year Ending December 31,
2008 $ 8,688 ${1.359) $7.329
2009 8,297 (1,221) 7,076
2010 8,720 (1.293) 7427
2011 7:559 {1.317) 6,242
2012 6,854 {1.317) 5,537
Thereafter 1,444 (302) 31,142
Total $71.562 $(6,809)  $64,753

We recorded rent expense of $8.9 million in 2007, $8.9 million in 2006
and $8.4 million in 2005.
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NOTE 26 - SELECTED QUARTERLY FINANCIAL DATA
{(UNAUDITED)

2007 Quarter Ended
March 31?0 June 30 September 30 December 319

Total revenues $ 117,165 $135,064 $ 158,351 % 162,347
(Loss) income before income taxes $ (17,691) $ 4667 $ 9,081 $ (51,678)
Net (loss) income $ (14.745) $ 4,980 3 10,640 $ (61,003)
Net (loss) Income per share®™

Basic $ (027 $ o007 3 0.17 3 (1.15)

Diluted $ (0.2 $ o006 3 0.16 $ (1.15)
Weighted average shares outstanding

Basic 57.957 57.219 56,582 56.959

Diluted 57.957 58,690 57.736 56,959

2006 Quarter Ended
March 31 June 30 September 30 December 31

Total revenues $ 72,139 $ 79.2: $ 107,947 $ 127,942
Income before income taxes $ 11,738 $ 3843 $ 21,804 $ 10,401
Net income $ 14,657 $ 4,248 $ 14,571 $  7.818
Net income per share®

Basic $ o023 $ o.0% % 0.23 $ 0.11

Diluted $ o023 $ 0.5 % 0.23 $ 0.11
Weighted average shares outstanding

Basic 58,578 58,639 58,015 57.878

Diluted 58,895 58,919 58,396 58,458

(1) The total for the year may differ from the sum of the quarters as a result of weighting.
(2) includes $16.4 million of mortgoge revenue bond impairment charges.

(3) In December 2007, the re-securitization of our morigage revenue bonds was accounted for as a sale, resulting in a foss of $55.4 million

{$77.9 mitlion before minority interest allocations).
(z) Includes Centerline Investors beginning in August 2006.

NOTE 27 - SUBSEQUENT EVENTS

11.0% PREFERRED SHARES

In January 2008, we issued 11.2 million 11.0% Cumulative Convertible
Preferred Shares, Series A-1 (*11.0% Preferred Shares™) in a private
placement. The entire issue was purchased by an affiliate of TRCLP.
The shares have a liquidation prefereace of $11.70 per share, are
convertible into 12.2 million common shares and are entitled to vot-
ing rights as if converted into common shares.  In January 2008, we
announced a rights offering that entitles shareholders 1o purchase
these shares from the TRCLP affiliate, and the TRCLP afiiliate will

retain any shares not purchased as part of the rights offering,

l.ecar MATTERS

In January 2008, the first of several federal and state arising out of our
announcements that {i) we have taken steps tw transition our business
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to more of a fund manager and in connection with such action intend
to reduce the dividend payable on our common shares from that
which has been paid in prior years and (i) we committed to sell an
119 Convertible Preferred Stock to an affiliate of TRCLP. For more
information, see Note 25,

Purcuases From AMAC

In January and February 2008, CRESS purchased investments from
AMAC for $55.0 million (see Note 22).

RENEEMABLE SECURITIES

Effective January 1, 2008, we entered into option agreements with
holders of 0.4 million of our Convertible CRA shares and 80,000 of
our 4.4% Convertible CRA Preferred Shares to allow redemption on
terms similar to options executed in December 2007, See Notes 16
and 17.




ManaceMENT'S REPORT oN THE EFFEcTIVENESS OF INTERNAL CoNTROL OVER FinaNcIAL REPORTING

The management of Centerline Holding Company and subsidiaries (the “Company”} is responsible for establishing and maintaining
adequate internal control over financial reporting. Our internal control system was designed to provide reasonable assurance to our
management and Board of Trustees regarding the preparation and fair presentation of published financial statements.

Allinternal control systems, no marter how well designed, have inherent limitations, Therefore, even those systems determined to be
effective can provide only reasonable assurance with respect to financial statement preparation and presentation,

Centerline management assessed the effectivencss of the Company's internal control over Anancial reporting as of December 31, 2007.
In making this assessment, management used the criteria set forth by the Committee of Sponsoring Organizations of the Treadway
Commission (“COSO") in Internal Control ~ Integrated Framework. Based upon our assessment we believe that, as of December 31,
2007, our internal control over financial reporting is effective in accordance with these criteria.

Deloitte & Touche LLI, our independent registered public accounting firm, have issued an audit report on the Company's internal con-
trol over Anancial reporting, which appears on page 65 and which expresses an unqualified opinion on the effectiveness of our internal
control over financial reporting as of December 31, 2007

Ma A Wf&l

Mare D. Schnitzer Rohert L. Levy
Chicf Executive Officer Chief Financial Officer
March 3, 2008 March 3, 2008

REepPorT oF INDEPENDENT REGISTERED PUBLIC AccounTiNG FirM

‘To the Board of Trustees and Shareholders of
Centerline Holding Company
New York, New York

We have audited the accompanying consolidated balance sheets of Centerline Helding Company and subsidiarics (the “Company™)
as of December 31,2007 and 2006, and the related consolidated statements of operations, shareholders’ equity, and cash flows for each
of the three years in the period ended December 31, 2007. These financial statements are the responsibility of the Company’s manage-
ment. Our responsibility is 1o express an opinion on the financial statements hased on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board (United States}.
These standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial statements are
free of material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the
financial statements. An audit also ineludes assessing the accounting principles used and significant estimates made by management,
as well as evaluating the overall financial statement presentation. We believe that our auclits provide a reasonable basis for our opinion.

In our opinion, such consolidated financial statements present fairly, in all material respects, the financial position of Centerline
Holding Company and subsidiaries as of December 31, 2007 and 2006, and the results of their operations and their cash flows for each
of the three years in the period ended December 31, 2007, in conformity with accounting principles generally accepted in the United
States of America.

As discussed in Notes | and 20 to the consolidated finaneial statements, the Company adopted Financial Aceounting Standards Board
Interpretation No. 48, Accounting for Uncertainty in Income Taxes, an Interpretation of FASR Statement No. 109, in 2007,

We have also audited, in accordance with the standards of the Public Company Accounting Oversight Board (United States), the
Company's internal control over financial reporting as of December 31, 2007, based on the criteria established in [nternal Control

— Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission and our report dated
March 5, 2008 expressed an unqualified opinion on the Company’s internal contral over financial reporting.

it Tk 109

DELOITTE & TOUCHE LLP
New York, New York
March 5, 2008
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To the Board of Trustees and Sharcholders of
Centerline Holding Company
New York, New York

We have audited the internal contrel over financial reporting of Centerline Holding Company and subsidiaries (the *Company™) as of
Decernber 31, 2007, based on criteria established in Internal Control — Integrated Framework issued by the Commitree of Sponsoring
Organizations of the Treadway Commission. The Company’s management is responsible for maintaining effective internal contral
over financial reporting and for its assessment of the effectiveness of internal control over financial reporting, included in the accom-
panying Management's Report on the Effectivencss of Internal Control Over Financial Reporting. Our responsibility is to express an
opinion on the Company’s internal control over Anancial reporting based on our audit.

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight Board (United States). Those
standards require that we plan and perform the audit to obtain reasonable assurance about whether effective internal control over
financial reporting was maintained in all material respects. Our auditincluded obtaining an understanding of internal control over
financial reporting, assessing the risk that a material weakness exists, testing and evaluating the design and operating effectiveness of
internal control based on the assessed risk, and performing such other procedures as we considered necessary in the circumstances. We
believe that our audit provides a reasonable basis for our opinion.

A company’s internal control over financial reporting is a process designed by, or under the supervision of, the company’s principal
executive and principal financial officers, or persons performing similar functions, and effected by the company’s board of directors,
management, and other personnel to provide reasonable assurance regarding the reliability of financial reporting and the prepara-
tion of financial statements for external purposes in accordance with generally accepted accounting principles. A company’s internal
control over financial reporting includes those policies and procedures that (1) pertain to the maincenance of records thag, in reasonable
detail, accurately and fairly reflect the transactions and dispositions of the assets of the company; (2) provide reasonable assurance chat
transactions are recorded as necessary to permit preparation of financial statements in accordance with generally accepted accounting
principles, and that receipts and expenditures of the company are being made only in accordance with authorizations of management
and directors of the company; and (3) provide reasonable assurance regarding prevention or timely detection of unauthorized acquisi-
tion, use, or disposition of the company’s assets that could have a material effect on the financial statements.

Because of the inherent limitations of internal control over financial reporting, including the possibility of callusion or improper man-
agement override of controls, material misstatements due to error or fraud may not be prevented or detected on a timely basis. Also,
projections of any evaluation of the effectiveness of the internal control over financial reporting to future periods are subject to the risk
that the controls may become inadequate because of changes in conditions, or that the degree of compliance with the policies or proce-
dures may deteriorate.

In our opinion, the Company maintained, in all material respects, effective internal control over inancial reporuing as of December
31, 2007, based on the eriteria established in Internal Control - Integrated Framework issued by the Committce of Sponsoring
Organizations of the Treadway Commission.

We have also audited, in accordance with the standards of the Public Company Accounting Oversight Board (United States), the
consolidated financial statements as of and for the year ended December 31,2007, of the Company and our report dated March 3, 2008
expressed an unqualified opinion on those consolidated financial statements, and includes an explanatory paragraph regarding the
adoption of Financiat Accounting Standards Board Interpretation No. 48, Accounting for Uncertainty in Income Taxes,

an Interpretation of FASE Statement No. 109, in 2007,

ol ke 127

DELOITTE &« TOUCHE LLP
New York, New York
March 5, 2008

.8




Centerline Holding Company
management’s discussion and analysis of
financial condition and results of operations




CenterLinE HoLping Company

The following Management’s Discussion and Analysis of Financial
Condition and Results of Operations (“MD&A”) is intended to help
the reader understand the results of operations and Anancial condi-
tion of Centerline Holding Company. MD&A is provided as a supple-
ment to, and should be read in conjunction with, our consolidated

financial statements and the accompanying notes.

FORWARD-LOOKING STATEMENTS

This MD&A contains forward-looking statements. These forward-
looking statements are not historical facts, but rather our beliefs
and expectations and are based on our current expectations, esti-
mates, projections, beliefs and assumptions about our Company and

(L

industry. Words such as “anticipates,” “expects,” “intends,” “plans.”

"o

“helieves,” “seeks,” “estimates™ and similar expressions are intended
to identify forward-looking statements. These statements are not
guarantees of future performance and are subject to risks, uncertain-
ties and other factors, some of which are beyond our control, are difh-
cult to predict and could cause actual results to differ materially from
those expressed or forecasted in the forward-looking statements.

Some of these risks include, among other things:

¢ adverse changes in real estate markets general economic and

business conditions;

+ adverse changes in credit markets and risks related to the form
and structure of our financing arrangements;

s our ability to generate new income sources, raise capital for
investment funds and maintain business relationships with
providers and users of capital;

¢ changes in applicable laws and regulations;
g PP 4

& our tax treatment, the tax treatment of our subsidiaries and the

tax treatment of our investments;
* competition with other companies;

s risk of loss from direct and indirect investments in CMBS and
CDOs;

* risk of loss under mortgage banking loss sharing agreements;
and

e risks associated with providing credit intermediation.

We caution you not tw place undue reliance on these forward-looking
statemnents, which reflect our view only as of the dare of this annual
reporton Form 10-K.

OVERVIEW

We are an alternative asset manager with a core focus on real estate
and more than $11.9 billion of assets under management as of
December 31, 2007. Qur consalidated results since 2005 reflect our
transformation from direct investing towards growing our business
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through fund and asset management, while 2007 results were ham-
pered by general economic conditions in the latter half of the year.

We manage our operations through four reportable operating seg-
ments and two segments not involved in direct operations. Our four

operating segments are:

1. Affordable Housing, which brings together the users and
providers of debt and equity capital to the affordable multifamily
rental housing industry;

2. Commercial Real Estate, which provides a broad spectrum of
financing and investment products for multifamily, office, retail,
industrial, mixed-use and other properties;

3. Partfolio Management, which comprises actvides for momi-
toring, managing and servicing the Affordable Housing and
Commercial Real Estate assets we own, for funds we manage, and
for third parties; and

4. Credit Risk Products, which provides credit intermediation,
through our subsidiaries, to affordable housing debt and equity
products. Through this segment, we also invest in syndicated cor-
povate debe,

Our two additional segments are Consolidated Partnerships, which
includes those entities we are required to consolidate in accordance
with various accounting pronouncements, and our Corporate seg-

ment.

Significant events during 2007 include:
Marker CoNpITIONS

+  Disruption in credit markets, specifically with respect to CDQ
financing. repurchase financing for investments such as CMBS and
commercial real estate lending, impacted our Commercial Real
Estate Group throughout the latter half of 2007,

+  Such disruption made credit generally less available and more
costly across all of our business lines. This impacted the spread we
earncd in the Affordable Housing bond investing business and
increased our general cost of doing business:

*  Changes in interest rates led to significant declines in the fair
value of our interest rate swaps and widening credit spreads led to
significant declines in the values of CMBS investments we hold or

the funds we manage hold.
ArrorpasLE Housing

*  The re-securitization of our tax-exempt affordable housing
bond portfolio with Freddie Mac in December 2007, which for
accounting purposes was principally treated as a sale; and

*  Raising gross equity of $1.2 billion in 16 LIHTC funds (81.2
billion in 15 LIHTC funds in 2006).
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CommMmercian Rian EstaTe

¢ The launch of vur third high-yield CMBS Fund in August
with committed capital of $585.3 million as of December 31, 2007;

*  An increase in capital commitments of $178.6 million in our
High-Yield Debt Fund Partnership:

*  The origination of over $1.7 billion of commercial mortgage
loans for our investor partners; and

¢ The pricing and closing of a $986.0 million CDO offering in
one of our CMBS Fund Partnerships.

PortroLio ManacEMENT

*  Anincreasein our primary loan servicing portfolio to $30.7 bil-

lton.
Crepir Risk PropucTs

*  The achievement of AAA counterparty rating from S&P for
our Centerline Financial subsidiary, which will allow us to expand
our ability to offer credit intermediation to third parties.

During 2008, we expect our revenue composition to be principally
comprised of investment management fees (e.g., fund sponsorship,
asset management, servicing and incenuve fees) and transactional
fees (e.g., origination fees, credit intermediation fees) and, to a lesser
extent, income from investments we hold for cur own account. In
2007 and prior. mortgage revenue bond interest income was the most
significant component of revenue. In addition, strategic initiatives for
2008 include:

1. the growth of assets under management from our current base
of $11.9 hillion through raising funds for our Commercial Real
Estate debt and equity funds, our Affordable Housing funds, new
mortgage revenue bond investments and syndicated corporate debt
investments;

2. growth in our credit intermediation business to third parties
following the AAA counterparty rating received in 2007; and

3. reduction of our debt,

ProFiTaBILITY

Through 2007, we udlized cash available for distribution (*CAD™)
as a financial metric with respect to allocation of resources, employee
compensation, and compliance with certain covenants, Beginning in
the first quarter of 2008, we will no longer utilize CAD for internal
purposes or as a condition of any financial covenant, and, therefore
we will no longer report it as a performance metric, Instead, the
Company will report adjusted earnings per share (*Adjusted EPS™)
which we define as earnings per share computed pursuant to generally
accepted accounting principles ("GAAP”) and adjusted for non-cash
amortization of acquired intangible assets and acquisition related,
share-based compensation. There is no generally accepted accounting

method for computing CAD or Adjusted EPS and our computation
may not be comparable to similar measurements reported by other
companies. For further information see Note 24 to our consolidated
financial statements,

(dollars in thousands,

except per share amounts) 2007 2006 2005
CAD including costs of

re-securitization transaction $ 5,864 $111,030 $114,710
CAD excluding costs of

re-securitization transaction $ 94,894 $111,030 $114,710
Net (loss) income $(60,128)  $ 41,294 $ 59,014
Amortization of acquired

intangible assets 22,238 16,912 38,774
Acquisition retated, share-

based compensation 15,091 9,242 3,307
Adiusted net (loss) income $(22,799) $67.448 $101,095
Loss on re-securitization of

mortgage revenue bonds

(net of minority interest impact) {(55,376) - -
Adjusted net income excluding net

loss on re-securitization of

mortgage revenue bonds $ 32,577 $ 67,448 $101,095
Adjusted EPS (diluted) $osg $ 107 % 170
Adjusted EPS (diluted) excluding loss

on re-securitization of mortgage

revenue bonds $ 043 $ 107 $ 170

Our consolidated resubts since 2005 reflect our vngoing business trans-
formation as an alternative asset manager. as well as the following
items impacting comparahility:

¢ The December 2007 re-securitization of our mortgage rev-
enue bonds resulting in a loss of $55.4 million (377.9 million hefore
minority interest allocations) included within the net loss {or $0.97
per share) and $89.0 million included within CAD (see also Note 4
to the consolidated Ainancial statements);

*  The acquisition of Centerline Investors in August 2006 resuit-
ing in a full year of operations in 2007 for this business as compared
1o only 4.5 months of operations included in the 2006 year;

*  The 2006 period included the gain on termination of the Capri
Capital Advisors LLC (“CCA") loan of $6.9 million; and

¢ The 2006 period included non-recurring costs of $12.2 million
relating to corporate initiatives primarily related to the launch of

Centerline Financial.

We recorded a aet loss for the 2007 peried as compared to net
income in the 2006 period. Much of the current vear loss was due
to:

s the December 2007 re-securitization of our mortgage revenue
bonds resulting in a loss of $55.4 million ($77.9 million before
minarity interest allocations) included within the net loss (see also
Note 4 to the consolidated financial staternents);
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¢ impairment charges of $19.9 million (primarily in the first
quarter of 2007) recognized on mortgage revenue bonds and a
charge to reserve against associated receivables;

* 2 non-cash impairment charge of §7.2 million associated with
an intangible asset related to AMAC;

* non-cash expenses of $17.2 million recorded for the decline in
fair value of interest rate derivatives:

s non-cash costs stemming from the acquisition of Centerline
Investors. such as amortization of restricted shares awarded in con-
nection with the transaction and amortization of intangible assets
acquired;

» reduced margins in several of our businesses; and

e severance costs of $3.8 million.
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The decline in net income in 2006 as compared to 2005 resulted from
a tax charge to record a valuation allowance against deferred rax
assets. This charge more than offset increased pre-tax income that
resulted from:

* an $9.2 million increase in interest income and $3.8 million
of servicing fee income following our acquisition of Centerline
Investors (formerly ARCap Investors) and the $15.3 million of
equity income earned from our co-investments in the CMBS and
High-Yield Debt Fund Partnerships it sponsored; and

* 1 $6.9 million gain on the repayment of a loan to we had made
o CCA.

These factors more than offset an increase in interest, general and
administrative expenses resulting from the acquisition. While we
recorded a §2.6 million charge in 2006 to write off intangible assets of
a subsidiary we recorded a $22.6 million charge in 2005 related to the
discontinuance of a trade name
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CONSOLIDATED RESULTS

Our summary consolidated results of operations are presented below
for the years ended December 31, 2007, 2006 and 2005:

% Change % Change
2007 V5, 2006 vs.
{in thousands) 2007 % of Revenues 2006 % of Revenues 2005 % of Revenues 2006 2005
Revenues $ 572,927 100.0% $ 387,259 100.0% $ 295,097 100.0% 47.9% 31.2%
Expenses 632,303 110.3 460,647 119.0 351,658 119.2 37.3 31.0
Other items® 3,755 0.7 121,174 313 86,998 29.5 (96.9) 39-3
(Loss) income before income taxes:
{Loss) income subject to tax (36,337} 6.3 (31,555) (8.1 (48,872) (16.6) (15.2) (35.4)
{Loss) income not subject to tax (19,284) (3.4) 79,341 20.5 79,300 26.9 (124.3) -
(55,621) {9.7) 47,786 12.3 30,437 10,3 (216.4) 57.0
Income tax (pravisian) benefit (4.507) (0.8} (6,492) (1.7 28,577 9.7 (30.6) (122.7)
i .
Net (lass) income (60,128) {10.5) 41,294 10.7 59,014 20.0 (245.6) (30.0)
{1} 2007 includes the $77.9 million foss on the re- securitization of our mortgage revenue bond portfolio.
ReveEnuUEs
The following table presents our revenues for the years ended
December 31, 2007, 2006 and 2005:
% Change % Change
2007 vS. 2006 5.
(in thousands) 2007 2006 2006 2005 2005
Mortgage revenue bond interest income $ 150,609 $ 156,500 (3.8)% $ 146,024 7.2%
Other interest income 58,988 34,159 72.7 16,162 1.4
Feeincome 94,290 90,546 3.7 90,047 1.0
Other revenues 11,019 15,998 (31.1) 14,908 73
Subtotal 314,906 297,603 5.8 267,141 114
Revenues of LIHTC Fund and
Property Partnerships 76,645 48,338 8.6 27,956 72.9
Revenues of CMBS and High-Yield
Debt Fund Partnerships 181,376 41,318 339.0 - -
Tota[revenues $ 572,927 $ 387,250 47.9% $ 295,097 31.2%

The growth in revenues in both 2007 and 2006 is ateributable to:

*  Growth in revenues of Consolidated Partnerships of $168.4
million and $61.7 million in 2007 and 2006, respectively reflective of
the increases 1n assets under management for both our Affordabte
Housing segment and Commercial Real Estate segment;

* Increase in revenues of our operating segments due to acquisi-
tion of Centerline Investors of $40.8 millicn and $14.7 million in
2007 and 2006, respectively; and

¢ Increase in interest income from investments, cash collateral
balances and cash escrows in our Commercial Real Estate and
Portfolio Management segments, largely in part due to the acquisi-
tion of Centerline [nvestors.

Adjusting to include Centerline Investors’ revenues for all periods,
revenues would have increased 20.5% in 2007 and 11.9% in 2006.

Detailed discussion of revenues is included in Results by Segment later
in this section.
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Exeensts

The following table presents our expenses for the years ended
December 31, 2007, 2006 and 2005:

% Change % Change
2007 Vs, 2006 V5.

{dollars in thousands} 2007 2006 2006 2005 2005
interest expense $ 145,236 $ 97.853 48.4% $ 57.098 71.4%
Interest expense — preferred shares of subsidiary 18,898 18,898 - 18,898 -
Salaries and benefits 116,764 94,916 23.0 68,983 37.6
Other general and administrative 65,720 65,870 (0.2) 56,412 16.8
Subtotal 182,484 160,786 13.5 125,395 28.2
Depreciation and amortization 45,099 45:395 {0.7) 43,795 3.7
Write-off of intangible assets 7,226 2,644 173.3 22,567 (88.3
Loss on impairment of assets 20,008 5,003 299.9 4,555 9.8
Subtoial before consolidated partnerships 418,951 330,579 26.7 272,308 21.4
Interest expense of consolidated LIHTC Fund

and Property Partnerships 19,245 25,989 (25.9) 26,322 (1.3)
Interest expense of consolidated CMBS Fund

and High-Yield Debt Fund Partnerships 81,076 21,937 269.6 - -

100,321 47,926 109.3 26,322 82.1

Other expenses of consolidated LIHTC Fund

and Property Partnerships 106,360 81,704 30.2 53,028 54.1
Other expenses of consolidated CMBS Fund

and High-Yield Debt Fund Partnerships 6,671 438 1,423.1 - -

113,031 82,142 37.6 53,028 54.9

Subtotalexpenses of consolidated partnerships 213,352 130,068 64.0 79,350 63.9
Total expenses $ 632,303 $ 460,647 37.3% $ 351,658 31.0%

The increase in casts for each period is attributable to overall growth certain properties {see Note 25 to the consolidated financial state-

of our business and other factors, More specifically, significant drivers ments);

of costs for the periods presented include:
s Depreciation and amortization — Amortization of MSRs

¢ Interest Expense — For 2007 and 2006, higher financing costs
are due to higher borrowing levels to support expansion of our busi-
nesses and general increases in interest rates. The higher borrow-
ing levels reflect the acquisition of Centerline Investors in August
2006. The year ended December 31, 2007, was also impacted by
increased volatility related to freestanding derivatives we wrote to
third parties and we expect this volatility to continue in 2008;

e Salaries and Benefits — For periods presented, the increase
in salaries and benefits is mostly artributable to the acquisition of
Centerline Investors in August 2006 and the resultant increase
in salary costs, share-based compensation and deferred incentive
hased compensation as further discussed below under Commercial
Real Estate segment results of operations;

«  Other general and administrative — Other general and admin-
istrative increased as a result of higher infrastructure costs to
support the growth of our businesses, including the acquisition of
Centerline Investors, in both periods. For 2006, additional expenses
were incurred related to the taunch of what now comprises our
Credit Risk Products segment and growth in professional fees
due, in part, to complying with costs related o Sarbanes-Oxley
implementation and legal costs related to protecting our interest in
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increased in each of 2007 and 2006 as compared to the prior period.
In addition, we recognized a retroactive depreciation charge in
2006 for real estate owned;

¢ Write off of intangible assets — 1n 2007, we recorded an impair-
ment associated with the partnership service contract asset associ-
ated with our management of AMAC. [n 2005, management
decided to discentinue the use of “Related Capital Company™ trade
name. The absence of amortization during 2006, related to this
write-off, partially offset depreciation and amortization expense
discussed above;

* Loss on impairment of assets — The increase for 2007 was
principally attributable to a first quarter impairment of mortgage
revenue bonds; and

¢ Consolidated Partmerships - Interest and other expenses of
Consolidated Partnerships is principally related to the acquisition
of Centerline Investors and includes the consolidation of CMBS
Fund Partnerships and the High-Yield Debt Fund Partnership.

In addition to higher borrowings, interest expense over the three
vear period reflects an increase in the average borrowing rate, result-
ing primarily from gradual increases in the Securities Industry and
Financial Markets Association Municipal Swap Index (“SIFMA™)




and LIBOR rates over the three year period, following sharp declines
in prior years. Interest expense also includes amounts paid and

received pursuant to swap agreements as part of our risk management

strategy.
(dollars in thousands) 2007 2006 2005
Average borrowing rate 5.3% 4.6% 3.8%
Average borrowings $2,492,982  $1,992,862  $1,425,953
Average SIFMA rate 3.62% 3.45% 2.45%
Average LIBOR rate 5.25% 5.13% 3.46%
Swap agreements — notional

amount at December 31 $ 275.000 $ 725,000 $ 500,000

Subsequent to the re-securitization of our mortgage revenue bonds,
our borrowings based on the SIFMA rate are minimal.

The amount reported as “interest expense — preferred shares of sub-
sidiary” represents dividends on the Equity Issuer Trust subsidiary
{(“Equity Issuer™) preferred shares that are subjeet to mandatory
repurchase {see also Other Items below regarding dividends on shares
that are not subject to mandatory repurchase). As of December 31,
2007, the preferred shares of Equity Issuer entite their holders 1o a
claim on certain residual interests acquired in connection with the re-
securitization of the Affordable Housing bond portfolio in December
2007, and, for economic purposes, are defeased (see Note 15 to the

consolidated financial statements).
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% Change % Change
2007 V5. 2006 vs.

(dollars inthousands) 2007 2006 2006 2005 2005,
Equity and other income (loss) $ (5.65) $ 1978 (361.1}% $ 7037 (71.9)%
Gain on termination of loan $ - $ 6916 -~ % $ - %
Gain on sale or repayment of mortgage revenue

bonds and other assets 1,063 1,120 (5.1 1,561 (28.3)
Gain on sale or repayment of loans 10,088 10,334 (2.4) 6,501 50.0
Gain on sale or repayment of loans and mortgage

revenue bonds $ 11,151 $ 18,370 (39.3)% $ 8,062 127.9%
Loss on re-securitization of mortgage

revenue bonds $ (77.903) $ % $ - - %
(Income) / loss allocations:
Preferred shareholders of subsidiary $  (6,225) $ (6,225) - % $ (6,225) - %
SCUs $ 23.852 $ (16131 (247.9)% $ (23.097) (30.9)%
SMUs 296 (102) (390.2) (330} (69.1)
SCl's 313 {80) {491.3) - -
Other minority interests (350} 219 (259.8) - -
Minority interests in subsidiaries, net $ 2411 $ (16,094) (249.8)% $ (23.420 (31.3)%
Partners of consolidated partnerships $ 398,893 $ 401,377 (0.6)% $ 349.57 14.8%

Other than the non-recurring gain on the repayment on a Commercial
Real Estate loan investment in 2006, principal movements included
within other items are equity and other income (loss); loss incurred
as a result of our re-securitization of our Affordable Housing bond
portfolio as of December 2007; and the allocation of gain or loss to
minority intcrest holders,

EQuiTy AND OTHER INCOME {LOSS)

Equity and other income (loss) includes income related to entities in
which we invest but do not consolidate. This includes our invest-
ments in tax advantaged investment vehicles similar to those we
sponsor {(which often produce equity losses) as well as our equity loss
related to our investment in AMAC, which began in May 2007 {sce
Note 22 to the consolidated financial statements). The loss in 2007 1s
attributable ta equity losses from these investments.

Before we acquired Centerline Investors in August 2006, we had
common and preferred interests in the business, which we accounted
for under the equity method. The deerease in 2006 compared to 2005
is due to the a full year of income from that investment as compated
to the sharter period prior to the acquisition in 2006.

We co-invest in our CMBS and High-Yield Debt Fund Partnerships
and earn equity income from thase investments, positively affecting
our net income by $22.5 million in 2007 compared to $15.3 million
in 2006, which represented a partial period from the acquisition date
(see further discussion in Commercial Real Estate segment discus-
sion below). Since we consolidate these partnerships and eliminate
this income in consolidation, these amounts are not displayed in the
amounts presented above. -
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Loss ON RE-SECURITIZATION OF MORTGAGE REVENUE BONDS

In December 2007, we re-securitized our Affordable Housing
bond portfolio which resulted in a loss more fully discussed in the
Affordable Housing segment results and in Note 4 1o the consolidared
Anancial statements.

ALLOGATION OF LOSs (INCOME)}

The income allocation to SCUs, SMUs and SCls of subsidiaries repre-
sents the proportionate share of after-tax income attriburable to hold-
ers of subsidiary equity as if they were all converted ro common shares
and therefore fluctuates along with net income. There was no income
allocated to SCIs in 2005 as the units were first issued in August 2006
in connection with our Centerline Investors acquisition, “Other”
minority interest in 2007 and 2006 principally represents the portion
of one of our Credit Risk Products subsidiaries owned by Natixis, As
of December 31, 2007, all SMUs had been redeemed.

LoSS ALLOCATED TGO PARTNERS OF CONSOLIDATED PARTNERSHIPS

The loss allocation to partners of consolidated partnerships repre-
sents the allocation of operating losses of LIHTC Fund and Property
Partnerships and the income or losses of CMBS Fund Partnerships
and the High-Yield Debt Fund Partnership to outside investors that
hold the majority ownership in these partnerships, With respect to
the LIHTC Fund Partnerships and LIHTC Property Partnerships,
we have an insignificant equity interest or none at all. With respect to
the CMBS Fund Partnerships and the High-Yield Debt Partnership,
we have ownership of between 5% and 25%.
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INCOME TAXES

A large majority of our pre-tax income was derived from our tax-
exempt mortgage revenue bond investing included in our Affordable
Housing segment, which were held within flow-through entities,
Likewise, the CMBS and High-Yield Debt Fund Partnership busi-
nesses which are included in our Commercial Real Estate segment are
stmilarly structured. As such, the income from those businesses does

not subject us to income taxes.

LLJHTC fund management, the other Commercial Real Estate busi-
nesses and our Portfolio Management and Credit Risk Products
business, however, are conducted in corporations and are subject to
income taxes. Qur Corporate Group is also housed 1n a corporate
entity. Because the distributions paid on the minority interests in our
corporate subsidiaries effectively provide a tax deduction, as well as
other factors within these businesses, they often have losses for book
purposes. 1n 2003, the other factors included the $22.6 million write-
off of an intangible asset (see Expenses above and Note 9 to the con-
solidated financial statements).

We provide for income taxes for these corporate subsidiaries in accor-
dance with Statement of Financial Accounting Standards ("SFAS™)
No. 109, Accounting for Income Taxes ("SFAS 109"), which requires
the recognition of deferred tax assets and liabilities for the expected
furure rax consequences of temporary ditferences between the
Anancial statement carrying amounts and the tax bases of assets and
liabilities,

The tax benefit disclosed in 2005 relates to the book losses of the
taxable businesses and the tax deductible distributions on their sub-
sidiary equity. As the proportion of our pre-tax income contributed
by the businesses generating taxable income and losses changes, the
resulting tax benefit or provision may appear incongruous with our
consolidared income before income raxes, as illustrated in Nate 20
to the consolidated financial statements. In 2007 and 2006, a current
tax provision is due to higher currently taxable income and in 2006,
ts coupled with valuation allowances against deferred tax assets.
Management determined that, in light of projected mxable losses
in the corporate subsidiartes for the foresecable future, all of the
deferred tax assets will likely not be realized and hence a valuation
allowance was provided,

As noted above, we recognized an income rax provision in 2007 and
2006 compared to an income tax benefit for 2005, The effective tax
rate on a consolidated basis was (8.1)% in 2007, 13.6% in 2006 and
(93.9)% in 2005, due to the factors noted above. The effective rate
for our corporate subsidiaries that were subject to taxes was (23.4)%
in 2007, (20.6)% in 2006 and 58.5% in 2005. See Note 20 10 the con-
solidated financial statements for further information regarding the
effective tax rate.

ACCOUNTING CHANGES

The adoption of several accounting pronouncements has affected our
consolidated financial statements.

Statement No. 156. As of [anuary 1, 2007, we adopted Statement of
Financial Accounting Standards (*SFAS") No. 156, Accounting for
Servicing of Financial Assets ("SFAS 1567). SFAS 136 amends SFAS
No. 140, Accounting for Transfers and Servicing of Financial Assets and
Extinguishment of Liabilities ("SFAS 140”), stipulating the account-
ing for mortgage servicing rights (“MSRs”™) and requiring that such
rights be recorded initially at fair value. SFAS 156 also permits, but
does not require, that we may subsequently record MSRs at fair value
with changes in fair value recognized in the statement of operations.
Alternatively, we may continue to amortize the MSRs over their
projected service periods. We elected to continue amortization of our
MSRs and, therefore, there wis no impact on our consolidated finan-

cial statements upon adaption.

FIN No. 48. As of January 1, 2007, we adopted FIN No. 48,
Accounting for Uncertainty in Income Taxes ("FIN 487). FIN 48 sets
a standard for recognizing tax benefits in a company’s statement of
operations based on a determination whether it is more likely than
not that the position would withstand audit, withour regard for the
likelihood of an audit taking place. Assuming a position meets the
“more-likely-than-not” threshold, FIN 48 also prescribes measure-
ment standards requiring determination of how much of the tax posi-
tion would ultimately be allowed if challenged {sce Note 20 regarding
the impact of adoption).

INFLATION

Inflation did not have a material effect on our results of operations for
the periods presented.

RESULTS BY SEGMENT

The following table presents segment revenues, expenses and oper-
ating income for the three years ended December 31, 2007 in accor-
dance with GAAP. Transuctions between segments are accounted
for as third-party arrangements for the purposes of presenting
segment results of operations. Typical intersegment eliminations
include fees earned from Consolidated Parterships, asser manage-
ment fees earned by Portfolio Management with respect ro assets held
by our other segments and intercompany interest. The table below
also includes CAIY which is further described, and reconciled to net
income, in Note 24 to the consolidated financial statements.
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% Change % Change
2007 VS. 2006 Vs.
(dolars in thousands) 2007 2006 2006 2008 2005
REVENUES:
Affordable Housing $ 282,956 $ 287,686 (1.6)% $ 263,127 9.3%
Commercial Real Estate 65,893 55,062 10.7 46,513 18.4
Portfolio Management 61,402 35,372 73.6 22,203 59.3
Credit Risk Products 15,748 3,644 332.2 - -
Corporate 28,314 23,940 18.3 11,345 111.0
Consolidated Partnerships 258,021 89,656 187.8 27,956 220.7
Eliminations (139.407) {108,101} (29.0) (76,047) (42.2)
Total revenues $ 572,927 $ 387,259 47-9% $ 295,097 31.2%
EXPENSES:
Affordable Housing $ 204,388 $ 179,668 13.8% $ 134,664 33.4%
Commercial Real Estate 118,175 86,115 37.2 63,422 35.8
Portfolio Management 36,048 18,330 96.7 9,636 90.2
Credit Risk Products 12,784 9,508 34.5 - -
Corporate 109,383 81,186 34.7 93,618 (13.3)
Consolidated Partnerships 293,232 197,789 48.3 128,869 53.5
Eliminations (141,707) (111,949} (26.6) (78,551} (42.5)
Total expenses $ 632,303 $ 460,647 37.3% $ 351,658 31.0%
OTHER INCOME {LOS5):
Affordable Housing $ {78,116 $ (540 N/M $ 5,739 (109.4)%
Commercial Real Estate @ 28,838 35,605 (15.0) 9,680 267.8
Corporate - 5568 - (358) 258.7
Consolidated Partnerships @ 57,786 123,145 (53.1) 101,545 21.3
Eliminations (22,639) {15,285} (48.1) 38 N/M
Total other income (14,131) 143,493 (109.8)% $ 116,644 23.0%
INCOME (LOSS) BEFORE OTHER ALLOCATIONS:
Affordable Housing % 452 $ 107,478 {99.6)% $ 134,202 (19.9)%
Commercial Real Estate (23.444) 4,552 {615.0) (7.229) 163.0
Portfolio Management 25,354 17,042 48.8 12,567 35.6
Credit Risk Products 2,964 (5,864) (150.5) - -
Corporate (81,069} (56,678) (43.0) (82,631) 31.4
Consolidated Partnerships 22,575 15,012 50.4 632 N/M
Eliminations (20,339 (11,437) 77.8) 2,542 (549-9}
Total (toss) income before other allecations  $ (73,507) § 70,105 (204.9)% $ 60,083 16.7%
CAD®
Affordable Housing $ 118,289 $ 150,327 (21.3)% $ 182,221 (17.5)%
Commercial Real Estate 23,906 19,704 21.3 9,001 18.9
Portfolio Management 32,145 17,149 87.4 12,646 35.6
Credit Risk Products 14,857 (5,822} 355.2 - -
Unallocated Corporate Costs (94.303) (70,328) (34-1) (B9,158) 21.1
Consolidated CAD excluding costs of
re-securitization transaction $ 94.894 $ 111,030 (14.5)% $ 114,710 (3.2)%
Cash tosts of re-securitization transaction {89,030) -
Consolidated CAD including cash costs of
re-securitization transaction $ 5,864 $ 111,030 (94.7)% $ 114,710 (3.2)%

(1} tncludes equity income of CMBS Fund and High-Yield Debt Fund Partnerships as more fulty described below.

(2} Includes losses aflocated to partners of consolidated portnerships.

(3) See Note 24 to the consolidated financial staternents for a description of CAD and a reconciliation to net income.
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AFFORDABLE HOUSING

ra

ReveENues

% Change % Change

2007 V5. 2006 Vs,
(dollars in thousands) 2007 2006 2006 2005 2005
Mortgage revenue bond interest income $ 171,722 $ 167,699 2.4% $ 146,024 14.9%
Other interest income 1,362 1447 (5.9} 815 77.6
Fee income from fund sponsorship 100,938 108,119 (6.6) 108,188 {o.)
Expense reimbursements 6,623 7,112 (6.9} 6,495 9.5
Other revenues 2,311 3,300 (30.2) 1,605 106.2
Total revenues $ 282,056 $ 287,686 (1.6)% $ 263.127 9.3%

Our Affordable Housing operation principally derives revenues from
the following sources:

Interest Income — We recognize mortgage revenue bond interest
income using the effective yield method based on the actual coupon
rate and the outstanding principal amount of the underlying mort-
gages, taking into account differences in interest rate during the con-
struction pertod as compared to balance of the term, premiums and
discounts, any fees received in connection with bond originations and
the effects of estimated prepayments. Other interest income pertains
to loans receivable related to affordable housing properties and the
income is also recognized using the effective yield method.

Fee Income — Our LIHTC Fund sponsorship activities generate fees
associated with sponsoring tax-credit equity investment funds, for
assisting the funds in acquiring assets and for providing specified
yields to investors of certain funds. These include:

{(i.) Organization, offering and acquisition allowance fees are for
reimbursement of costs we incur for organizing LIHTC invest-
ment funds and for providing assistance in acquiring the proper-
ties to be included in the funds. We recognize the organization,
offering and acquisition allowance fee when the invesement funds
acquire properties. The related expenses are included in general
and administrative expenses.

(ii.) Property acquisition fees are for services we perform for the
LIHTC investment funds to acquire interests in property partner-
ships. We recognize these fees when the investor equity is invested
and as the properties’ limited partnership interests are acquired by
the investment fund.

(iii.) Partnership management fees are for maintaining the hooks
and records of LIHTC investment funds, including requisite inves-
tor reporting. We recognize these fees over the five year contractual
service period following the initial closing of the fund.

{(iv.) Construction service fees from borrowers for servicing mort-
gage revenue bonds during the construction period are deferred
and amortized into other income over the estimated construction

period.

{v.} Administration fees charged to the property partnerships or to
other entities we manage are recorded as the payments are received
due to the uncertainty of collectability.

(vi.) Asset management fees from LIHTC invesunent funds,
based on a percentage of each investment fund’s invested assets,
are earned for monitoring the acquired property interests and to
ensure that their development, leasing and operations comply with
LIHTC or other tax credit requirements.

(vii.)

acquire mortgage revenue bonds. These fees are recognized as

Bond acquisition fees are paid by borrowers when we

yield adjustments in mortgage revenue bond interest income if we
retain the bond or recognized immediately it we were to selt the

bond.

(viii.)

fied rates of return for an LIHTC fund, received in advance, are

Credir intermediation fees fur transactions to provide speci-

deferred and amortized over the applicable risk-weighted periods
on a straight-line basis. For those pertaining 10 the construction and
lease-up phase of a povl of properties, the periods are generally one
to three years. For thuse pertaining to the operational phase of a
pool of properties, the period is approximately 20 years.

(ther Revenues — Other revenues principally consist of penalties we
receive at the time of prepayment of a mortgage revenue bond and
expense reimbursements for amounts billed to investment funds and
other affiliated entities for reimbursement of salaries and certain other
ongoing operating expenditures, which are recognized as earned.
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MorTcacE Revenus Bonp INvESTING

% Change % Change
2007 Vs. 2006 vS.

(dollars in thousands) 2007 2006 2006 2005 2005
Totat acquisition and funding activity $ 226,393 $ 413,940 (46.0% $ 443517 (5.3)%
Mortgage revenue bonds repaid 3 21,751 $ 83,746 (74.00% $ 104,279 (19.7)%
Mortgage revenue bonds

re-securitized with Freddie Mac $ 2,800,560 $ - - % $ - -~ %
Average portfolio balance (fair value) $ 2,773,351 $ 2,560,099 8.3% $ 2,229,654 14.8%
Weighted average permanent interest rate

of bonds acquired 5.81% 5.99% 6.19%
Weighted average yield of portfolio 6.19% 6.72% 6.77%

For the periods presented. interest income earned on mortgage rev-
enue bonds held in our own account increased primarily due to the
higher average portfolio balance due to acquisition activity offset by
a lower wetghted average yield. Also included in mortgage revenue
bond interest income was participating interest of $0.1 millien in
2007, $5.2 million in 2006 and $2.6 million in 2005. Subsequent to the
re-securitization of the mortgage revenue bonds, we have no remain-

ing participating mortgage revenue bonds.

Historically we earned most of our income and cash flow from a posi-
tive spread between the interest earned from our mortgage revenue
bond portfolio and the cost of capital we use to purchase the bonds.
As a result of the December 2007 re-securitization of the bond port-
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folio with Freddie Mac, we expect a significant decrease in mortgage
revenue bond interest income in future periods, but a higher level of

other interest income from our residual interests,

While we re-securitized the majority of our mortgage revenue bonds,
we intend to acquire additional bonds and securitize these bonds as
well, retaining residual interests. To the extent we maintain residual
interests from securitizing the bonds we will continue to earn the
interest income allocated to the retained residual interest. 1n addi-
tion, for new mortgage revenuc bonds we purchase, we will earn the
interest spread until such bonds are sold with the residual interest
retained.




LIHTC Fuxp SroNsoRsHIP

% Change

% Change
2007 V5. 2006 Vs,
{dollars in thousands) 2007 2006 2006 2005 2005
FEES BASED ON EQUITY RAISED
Partnership management fees $ 9,238 $ 6,927 13.4% $ 5,322 30.2%
FEES BASED ON EQUITY INVESTED
Organization, offering and acquisition
allowance fees 14,434 19,552 (26.2) 22,559 (13.3)
Property acquisition fees 30,383 35,705 (14.9) 34,655 3.0
FEES BASED ON MANAGEMENT OF OTHER ENTITIES
Asset management fees 29,561 27,022 G.4 25,485 6.0
QOTHER FEE INCOME
Construction service fees 3,547 4,801 (26.1) 4,583 4.8
Administration fees 2,738 2,492 9.9 1,876 32.8
Credit intermediation fees 9,153 8,215 11.4 9,845 (16.6}
Bond acquisition fees 1,884 3,405 (44.7) 3,863 (11.9)
$ 100,938 $ 108,119 (6.6)% $ 108,88 (0.0)%
Assets under management - LIHTC funds $ 9,694,430 $ B,525,503 13.7 % $ 7,548,240 13.0%
Equity raised by LIHTC funds $ 1,168,527 $ 1,184,321 (1L3)% $ 1,131,274 4.7 %
Equity invested by LIHTC funds® $ 1,200,693 $ 1,113,289 7.9% $ 1,074,457 3.6%

(1) Excludes warehoused properties that have not yet closed into an investment fund.

Fres Basep ox Equiry Raisep

The increase in partnership management fees over the three year
period is primarily the result of additional {and larger) funds closed
during the periods. As the fees collected are a percentage of the gross
equity in the fund, the amount collected will increase the revenue
recogmized over the five-year service period following the funds’

inception.

Fees Basep o~ Equity INVESTED

Organization, offering and acquisition allowance fees decreased com-
pared to the 2006 period due to a decrease in both the equity raised as
well as in the fee rate realized stemming from heightened compen-
tion relating to certain types of funds. These same revenues decreased
in 2006 compared to the 2005 period primarily due to a decrease in the
fee rate realized, offset by a marginal increase in equity raised.

While we acquire properties on an ongoing basis throughout the year,
we do not recognize property acquisition fees until we pdace the prop-
erty in a sponsored fund. Therefore, delays in timing of a fund clo-
sure may impact the level of revenues we recognize in a given period,
Additionally, the type of funds vriginated (whether for a single inves-
tor, multiple investors or one with specified rates of return) can affect

the level of revenues as the fee rate for each varies.

These fees decreased in 2007, compared to the 2006 results, due to a
decrease in the fee rate realized, stemming from changes in the mix of
funds originated. The decrease 1n fec rates realized was partially oft-
set by an increase in the amount of equity invested period over period.
The increase in 2006 compared to the 2005 results is comparable to the
increase in funds originated.

Fres Basen on ManageMeENT oF OrHer EXTITIES

As many of these revenues are recognized over time following the
sponsorship of a new fund, much of the 2007 and 2006 increases relate
to the funds closed in 2005 and 2006. The increase in asset manage-
ment fees is attributable to:

* the higher level of assets under management as we add to the
population of funds sponsored {with 15 added in 2007 and 10 added
in 2006); and

s the improvement of the cash position of certain investment
funds allowing us to collect management fees in 2007 which we did
not previously recognize until collectahility was reasonably assured.
Some of these funds are now in the disposition stage and were able
to pay these fees from the proceeds of the disposition of assets.

The 2006 increase was partially offset due to a decline in the cash
positions of certain investment funds from the prior year which
prevented us from recognizing any management fees for these funds.

Ortuer REvERUES

Construction service fees, credit intermechaton, expense reimburse-
ment, and other revenues in this segment consist largely of service fees
charged to entities we manage (including consolidated partnerships)
and fluctuate with the growth of the number of those entities and
their cash flows.

Since mid-2006, the Affordable Housing Group no longer provides
credit intermediation for new funds {as credit intermediation of new
funds is provided by and fees are earned direcdy by our Credit Risk
Products segment). This segment, however, continues to recognize
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fees for transactions prior to mid-2006 but we expect the fee stream in
this segment to continue to decline in future periods as amortization
ends for fees related to older transactions.

EXPENSES AND OTHER INCOME (LOSS)

[nterest expense in this segment represents direct Anancing costs,
including on-balance sheet securitizations of our mortgage revenue
bonds prior to the re-securitization of these bonds to Freddie Mac in
December 2007, distributions on preferred shares of Equity Tssuer
and intercompany interest expense on cash we borrow from our
corporate credic facility to warehouse LIHTC property partnership
investments prior to them being closed into a fund,

Other major expenses include salaries and other costs of employees
working directly in this business as well as allocations of corporate
costs. This segment also includes costs to subcontract asset manage-
ment functions w our Portfolie Management Group at estimated
market rates as applied to assets under management,

% Change % Change
2007 V5. 2006 V5.
{dollars in thousands} 2007 2006 2006 2005 2005
Interest expense $ 1,764 $ 87.3: 27.9% $ 46,781 86.8%
Interest expense — preferred shares
of subsidiary 18,808 18,898 - 18,898 -
General 2nd administrative expenses 52,481 61,938 {15.3) 59,205 4.6
Depreciation and amortization 1,312 6,438 (79.6) 5,225 23.2
Impairment of assets 19,933 5,003 298.4 4555 9.8
Total expenses 3 204,388 $ 179,668 13.8% $ 134,664 13.4%
Equity and other (toss) income 3 {1,016) $  {1588) (36.0)% $ 4,216 137.77%
Loss on re-securitization of mortgage .
revenue bonds (77,903} - - - -
Repayments of mortgage revenue bonds
and sales of other assets 803 1,048 (23.4) 1,523 (31.2)
Total other (loss) income $ (v8,116) $ (540) N/M $ 5,739 (109.4)%
Average borrowing rate 4.79% 4.17% 3.65%
Average SIFMA rate 3.62% 3.45% 2.45%

(1) Includes effect of swaps and in 2006, incremental costs related to restructuring of our securitization programs.

With an increase in our average mortgage revenue bond portfolio
balance our level of securitizations also increased which, coupled
with rising borrowing rates, resulted in higher interest expense over
the three-year period. These costs also include direct borrowings
for warehousing of LIHTC investments or intercompany interest
charges after the direct borrowing facility was terminated in 2006
We expect interest expense to decrease during 2008 as a result of
the re-securitization of the bond portfolio and reduction in related
financing arrangements,

The decrease in general and admirnistrative expenses over the three-
year period is due to lower fund sponsorship expenses incurred in
connection with organizing and offering the LIHTC funds and is
consistent with the decrease in the fee rates realized as discussed in the
revenue section above, Furthermore, as a result of the re-securitiza-
tion of bonds with Freddie Mac, swaps we entered into that served to
provide variable-rate bond financing are now constdered free-stand-
ing derivatves. Recogrizing changes in fair vatues of these swaps
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resulted in additional interest expense of $2.8 million in 2007. We
may seek to mitigate the impact of these derivatives by issuing a mir-
ror swap in 2008,

We recognized impairment on nine mortgage revenue bonds in the
2007 period, eight in the 2006 period and four in the 2005 period.

The loss on re-securitization of moregage revenue bonds principally
includes the impact of the December 2007 re-securitization as further
The

zain recognized as a result of selling the bonds at remaining principal

discussed in Note 4 to the consolidated financial statements.

outstanding (as compared to the amortized cost basis) of $73.4 million
was more than offset by transaction and other costs incurred. For
certain bonrds included in the re-securitization, we have continuing
invalvement that precluded sale treatment despite consideration
received from Freddie Mac. For those bonds, we did not recognize a
gain, but we may when sale treatment is ultimately obtained, which

depends on the nature of the continuing involvernent.
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[NCOME BEFORE OTHER ALLOCATIONS

% Change % Change
2007 V5. 2006 vs.
{dollars in thousands) 2007 2006 2006 2005 2005,
Income before other allocations $ 452 $ 107.478 (99.6)% $ 134,202 {19.9)%

The decrease in income hefore other allocations in 2007 as compared
to 2006 is principally due to:

*  the loss recognized on the re-securitization of the bond portfo-
lio in December 2007 of $57.5 million; and

¢ increased interest expense.

The decrease in other income {loss) before allocations in 2006 as com-

pared to 2005 is primarily driven by the increase in interest expense.

ArrorpasLe Housing CAD

CAD in this segment mostly comprises fee income based on fund
sponsorship activity which is seasonal as well as the “spread income”
on our martgage revenue bond investments. With respect to mortgage
revenue bond investments, prior to the re-securitization transaction
with Freddie Mae, we carned income and cash flow from a positive
spread between the interest earned from our mortgage revenue bond
portfalio and the cost of financing the hands. To the extent we main-

tain restdual interests from securitizing the hbonds, we will continue to
earn the interest income allocated to the retained residual interest. In
addition, for new mortgage revenue bonds we purchase, we will earn
the interest spread until such bonds are sold with the residual interest
retained.

CAD in 2007 {excluding the transaction costs associated with the re-
securitization transaction in December 2007) was lower than the 2000
level because of a decline in fee income from fund sponsorship prin-
cipally as a result of decreased fee rates realized. Additionally, higher
interest costs in 2007 more than offset the higher level of mortgage
revenue hond interest income during 2007,

CAD in this segment declined in 2006 from the 2005 period level
due 1o higher borrowing costs from steadily increasing interest rates
and charges recorded in 2006 associated with the restructuring of
our securitization programs. These factors were partially offset by a
sharply higher level of prepayment penalty income.

See Note 24 to the consolidated financial statements for a description

of CAD and a reconciliation to net income.




Cexteruing Hovoing Company

COMMERCIAL REAL ESTATE

AsSETS UNDER MANAGEMENT

Assets under management in our Commercial Real Estate segment
consisted of:

% Change % Change
2007 Vs, 2006 vs.
(doftars in millions} 2007 2006 2006 2005 2005
CMBS funds $ 1475.4 $ 8goa 65.8% $ 8g0. - %
High-yield debt investment entities 556.6 442 25.9 114.2 2871
Joint venture equity funds 225.6 76.9 193.4 76.9 -
$ 2,257.6 $ 1,409.1 60.2% $ 1,081.2 30.3%
REVENUES
% Change % Change
2007 V5. 2006 vs.
(doliars in thousands) 2007 2006 2006 2005 2005
Mortgage origination fees $ 7.555 $ 8,799 (14.1)% $ 7.454 18.0%
Mortgage servicing fees 18,477 19,355 (4.5) 18,928 2.3
Other fee income 7,214 3,986 81.0 2,432 63.9
Other interest income 25,385 12,891 96.9 6,644 94.0
Prepayment penalties 3,022 5,104 (41.8) 5,150 0.9
Other revenues 4,260 4,837 (12.3) 5,905 (18.1)
Total revenues $ 65,803 $ 55,062 19.7% $ 46,513 18.4%

Our Commercial Real Estate Group principally derives revenues

from investment interest and fee income, which includes:

Mortgage Banking Fees — Mortgage origination fees are recorded upon
settlement of sale to the purchaser of the loans whereas mortgage
servicing fees are recognized on an accrual basis as the services are

performed over the servicing period.

Asset Management Fees - We manage certain high-vield debt invest-
ment funds including AMAC as well as a joint venture equity, CUC,
for which we recognize asset management fees as earned provided
that collection is reasonably assured.

Incentive Fees — Subject to the achievement of performance criteria we
may carn incentive based fees in connection with our management of
CUC and AMAC.

Investment management fees (including incentive fees) pertaining to
management of CMBS and High-Yield Debt Fund Partnerships are
recorded in the form of equity income.

Interest Income — Interest income in this segment includes interest on
our loan to AMAC and also that of retained CMBS interest certifi-
cates. We recognize interest income as it accrues, provided collectabil-

ity of future amounts is reasonably assured.
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ORIGINATIONS

Mortgage originations for the years ended December 31 are broken
down as follows:

% Change % Change
2007 V5. 2006 Vs.
(dollars in thousands} 2007 2006 2006 2005 2005
Morigage originations $ 1,799,083 % 1,541,797 16.7% $1,278,448 20.6%
% of Total % of Total % of Total
Fannie Mae $ 481,594 26.8% $ 620,583 40.3% $ 705.024 55.1%
Freddie Mac 480,052 26.7 280,093 18.2 160,835 12.6
Centerline Direct 708,761 39.4 535,554 34.7 - -
Conduit and other 128,676 71 105,567 6.8 412,589 32.3
Total $ 1,799,083 100.0% $1,541,797 100.0% $1,278,448 100.0%
Despite an overall increase in ortginations over the 2006 period, origi-
nation fees decreased in 2007 as the average rate of origination fees
was impacted by the higher proportion of non-agency as well as non-
risk sharing loans {which generally result in lower origination fees)
and spread compression in the market. Originations for our lend-
ing program for AMAC and CRESS (“Centerline Direct”) declined
sharply beginning in the third quarter of 2007 as CRESS reached its
maximum investment level and as a result of market conditions that
led to the suspension of AMAC’s investing activity. We expect this
trend may continue in 2008,
Origination fees in 2006 increased over the 2005 period in proportion
to the increase in originations during the same periods.
% Change % Change
2007 VS. 2006 vs.
(dollars in thousands) 2007 2006 2006 2005 2005
Primary servicing mortgage portfolio
at December 31 $ 8,545,368 $ 8,360,889 2.2% $ 8,499,955 (1.6)%

Despite an overall increase in the primary servicing mortgage portfo-
lio balance, mortgage servicing fees declined in 2007 due 1o a decrease
in the servicing fee rare resulting from a higher proportion of non-
agency and non-loss sharing loans in the portfolio.

InveSTMENTS

Increased interest income over the three-year peciod in this segment
reflects the acquisition of Centerline Investors in mid-2006 as the
operations acquired hold retained interests on securitized assets for
investmnent. The 2007 amount reflects a full year of interest income on
these investments while the 2006 results include only the period after
acquisiion.  Also contributing to the 2007 increase was the periodic
acquisition of CMBS investments by Centerline Investors, most of
which were subsequently sold to 2 new CMBS Fund Partoership in
August 2007.

OrnEr REVENUES

The decrease in prepayment penalties in 2007 refates to a lower level
of refinancing activity in the current year as compared to last year.
The number of loans for which we received prepayment penalty fees
in 2007 decreased by close to 50% from the prior period level.

Expunsks ann Otnsr IncoME (Loss)

Interest expense in this segment represents direct financing costs,
including repurchase facilities (primarily used for CMBS fund invest-
ments until permanent financing is arranged for the pool of assets in a
fund) and asset-backed warehouse lines (used for mortgage loans we
originate).

Other major expenses include amortzation of mortgage servicing
rights, salaries and other costs of employees working directly in this
business as well as allocations of corporate costs. This segment also
includes costs to subcontract asset management and loan servicing

functions to our Portfolio Management Group at contracted rates.
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% Change % Change
2007 VS. 2006 V5.

{dollars in thousands} 2007 2006 2006 2005 2005
Interest expense $ 25,691 $ 7,518 240.9% $ 3,093 1434%
General and administrative expenses 77,076 60,539 27.3 40,711 48.7
Depreciation and amortization 15,468 18,058 (14.9) 19,618 (8.0}
Total expenses $ 118,175 $ 86,115 37.2% $ 63,422 35.8%
Equity income $ 18,392 $ 18,283 0.6% $ 3179 475.1%
Gain on sale or repayment of loans 10,446 10,406 0.4 6,501 60.1
Gain on termination of loan - 6,916 - - -
Total othert income (loss) § 28,838 $ 135,605 (19.0)% $ 9,680 267.8%
Carrying value of MSRs at December 31 $ 52,334 $ 56,562 (7.5)% $ 62,190 (9.0)%

The interest expense increase in the 2007 period 1s due to a full year
of interest on the Commercial Real Estate repurchase facilities that
are part of Centerline Investors as compared to only a partial period
of interest in the 2006 period subsequent to acquisition. [n additon,
2007 includes $13.5 million in interest expense related to three free-
standing interest rate swap agreements entered into in connection

with a CMBS fund that closed in the third quarter of 2007,

General and administrative expenses increased mostly as a result of

the Centerline Investors acquisition, which resulted in:

¢ approximately 100 employees added upon acquisition in
August 2006;

¢ incremental non-cash compensation costs of $4.8 millien in
2007 (over the 2006 period) and $5.1 million in 2006 (over the 2005
period) related to shares issued in connection with the acquisition
{of the incremental amount in 2000, approximately $0.5 million
related to shares that vested immediately);

* increased deferred incentive sharing based compensation in
2006 related to CMBS Funds we sponsor;

* increased infrastructure costs; and

* increased compliance costs related to Sarbanes-Oxley princi-
pally due to Centerline Investors previous status as a private com-

pany.

The level of deferred incentive sharing based compensation decreased

in 2007 (compared to the 2006 period) due to a corresponding decrease
p p p g

in the accrued incentive income from CMBS Fund Partnerships.
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Depreciation and amortization decreased over the three year-period
due to reduced amortization related to the declining MSR balance
over the same period.

Gain on sale or repayment of loans relates directly to the value
of MSRs recorded when loans are sold or servicing contracted is
undertaken. The MSRs, in turn, are valued based on projected ser-
vicing revenues, which decreased over the three year period due to
lower servicing fee rates for new originations as noted ahove. The
gain on repayment of a loan in 2006 relates o a participating loan
investment we had in a pension fund advisory business. When the
loan was repaid, we received a $6.0 million cash payment and the
right to manage CUC, the value of which right was recognized as a
$0.9 million gain.

We act as general partner of the CMBS Fund Partnerships and the
High-Yield Debt Fund Partnership we sponser and own a portion
of the funds at varying ownership percentages up 10 25%. Equity
income in this segment primarily represents our proportionate share
of profits as well as other allocanions for general partner services.
The 2007 period includes an equity loss related to our investment in
AMAC (in which we co-invested beginning in May 2007) and lower
levels of incentive income accrued for CMBS Fund Partnerships
stemming from disruptien in CMBS markets. The 2006 and 2005
amounts also include the income from our membership interest 1n

Centerline Investors prior to full acquisition.
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% Change % Change

2007 vs. 2006 vs,
{dollars in thousands) 2007 2006 2006 2005 2005
Income (loss) before other allocations ${23.444) $ 4552 (615.0)% $ (7.229) 163.0%
The decrease in income (loss) before other allocations in 2007 as com- CoMmercial Rear Esvats CAD

pared to 2006 is due to the lower level of incentive income and higher
costs. Cost increases were due to interest expense, prineipally related
1o free-stancling derivatives, and increased general and administrative

expenses, primarily related to salaries and benefits.

Income (loss) before other allocations improved in 2006 as compared
to 2005 principally as a result of the Centerline Investors acquisition
and the addition of equity and interest income streams in August 2006,
Incremental revenues were partially oftset by increased infrastructure
costs that were due to the addition of the Centerline Investors business
and the overall growth of this segment.

The increase in segment CAD for 2007 and 2006 is attributable to
the Centerline Investors acquisition and the addition of equity and
interest income streams in August 2006, [ncremental revenues were
partially offset by increased infrastructure costs that were due to the
addition of the Centerline Investors business and the overall growth
of this segment. We expect that the increased size of the CMBS Fund
Partnerships under management (and the equiry income we earn
from them) will continue to drive increased CAD growth in this
segment but will be offset 10 a degree by dechining originaton and
servicing fee rates.

See Note 24 to the consolidated financial statements for a description
of CADD and a reconciliation to net income.
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PORTFOLIO MANAGEMENT

Revenues
% Change % Change
2007 Vs. 2006 vs.
(dollars in thousands) 2007 2006 2006 2005 2005
Other interestincome $ 23,666 $ 13.707 72.7% $ 5,977 129.3%
Asset management fees 14,980 9.803 52.8 9,908 (11)
Servicing fees 12,206 8,075 51.2 6,258 29.0
Other fees 2,714 3,751 155.0 60 N/M
Total fee income $ 36,900 $ 21629 70.6% $ 16,226 33.3%
Qther revenues 836 36 N/M - -
Total revenues $ 61,402 $ 135,372 73.6% $ 22,203 59.3%
Our Portfolio Management Group recognizes servicing fee income,
including primary and special servicing. These fees are generally
based on a percentage of the balance of loans serviced, and we record
them as earned on an accrual basis provided that collection is reason-
ably assured. Assumption and substitution fees, included within
other fees, are earned for modifications of loans in the servicing pore-
folio. This group also earns fees for performing asset management
and loan servicing for the Affordable Housing and Commercial Real
Estate Groups ar estimated market rates as applied to assets under
management or contracted rates for loans serviced.
Our Portfolio Management Group also earns interest income on
escrow balances serviced on the accrual basts as earned.
% Change % Change
2007 vs. 2006 vs.
{doliars in thousands) 2007 2006 2006 2005 2005
Servicing portfolio at December 31:
Primary servicing ® $ 30,668,203 $ 21,331,571 43.8% $ 8.947.775 138.4%
Special servicing 926,671 201,207 360.6 - -
Carrying value of M5Rs at December 31 6,195 12,223 (49.3) - -

(1) includes sub-servicing of the Commercial Real Estate servicing portfolio.

Revenues increased over the three-year period as a result of the servic-
ing business added as part of the Centerline [nvestors acquisition in
August 2006 and are reflective of the overall growth of assets under
management throughout the Company. That growth is due to the
sponsorship of new LIHTC funds and the growth of our Commercial
Real Estate business, particularly with regard to the business done

with AMAC., CRESS and the CMBS funds.
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The increase also includes earnings from escrow accounts maintained
for the primary servicing portfolio and increased over the three year
period due to higher halances as well as higher rates carned. Costs
also include amortization of mortgage servicing rights related to
third-party servicing.
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Expenses in this segment include salaries and other costs of employ-
ees working directly in this business as well as allocations of corpo-

rate costs.

% Change % Change
2007 vs. 2006 Vs,
(dollars in thousands} 2007 2006 2006 2005 2005
Interest expense % 82 $ . .9 $ . 0
General and administrative expenses 29,147 18,223 59.9 9,557 90.7
Depreciation and amortization 6,819 107 N/M 79 35.4
Total expenses $ 36,048 $ 18,330 96.7% $ 9,636 90.2%
Expenses over the three year-period are principally due to higher
infrastruceure costs as we expand these businesses. The growth in
general and administrative costs in 2007 and 2006 is principally due
to the employees added at the time we acquired Centerline Investors,
including its servicing affilliate. Included in the increase is incremental
non-cash compensation costs of $2.0 million in 2007 {over the 2006
period) and $2.9 million in 2006 {over the 2005 period} related tw
shares issued in connection with the acquisition (of the incremental
amount in 2006, approximately $0.6 million related to shares that
vested immediately).
INCOME REFORE QTHER ALLOCATIONS
% Change % Change
2007 VS, 2006 vs.
{doallars in thousands) 2007 2006 2006 2005 2005
Income before other allocations $ 25,354 $ 17,042 48.8% $ 12,567 35.6%

The increase in income hefore other allocations in 2007 as compared
to 2006 is principatly due 1o the acquisition of Centerline Investors
and increased earnings from escrow accounts. The decrease in 2006
compared to 2005 was principally due to higher general and adminis-
trative costs, particularly employee related costs.

Portronio ManaGu

Segment CAD for the 2007 period reflects an increase over 2006
primarily due to the inclusion of the servicing business we acquired
along with Centerline Investors for the full year period as compared
tw a partial year in 2006 and the growth factors discussed above,

Segment CAD for the 2006 pertad was bigher than the same period
in 2005 due primarily to the higher level of assets under manage-
ment throughout the Company, due in part to our acquisition of
Centerline Investors. In addition, the introduction of new revenue
streams upon the Centerline Investors acquisition also had a henefi-
cial impact. We expect that the continued expansion of this business
and the expected synergies from combining existing operations with
Centerline Investors should benefit segment CAD in future periods.

See Note 24 to the consolidated financial statements for a description
of CAD and a reconciliation to net income.
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CrepIT Risk PRODUCTS

REvENUES
% Change
2007 vs.
(doltars in thousands) 2007 2006 2006
Credit intermediation fees $ 1894 $ 2471 381.3%
Other interest income 3,714 969 283.3
Other revenues 140 204 (31.4)
Total revenues $ 15,748 3% 3644 332.2%

Qur Credit Risk Products Group principally derives revenues from
investment interest and fee income, which includes:

Credit Intermediation fees — Fees for credit intermediation trans-
actions to provide specified rates of return for an LIHTC fund,
received in advance, are deferred and amortized over the applicable
risk-weighted periods on a straight-line basis. For those pertaining
to the construction and lease-up phase of a poul of properties, the
periods are generally one to three years. For those pertaining to
the operational phase of a pool of properties, the period is approxi-
mately 20 years. Fees for other credit intermediation transactions
are received monthly and recognized as income when earned.

Inierest income — Interest income on temporary investments is rec-
ognized as earned. For investments in syndicated corporate debt,
interest is recognized on the effective yield method, taking into
account discounts or premiums on the invesuments.

Fee income is related to the credit intermediatton of mortgage rev-
enue hond securitizations which began in mid-2006 with the launch
of this segment and fees associated with credit intermediation of cer-
tain LIHTC funds. The volume of credit intermediation provided
to the Affordable Housing segment excceded 81.4 billion through
December 27, 2007, Much of this volume was disconunued upon
the re-secuntzation of the Affordable Housing Group's mortgage
revenue bond portfolio (upon which the associated credit default
swaps this group issued were unwound). During 2007, however, our
subsidiary received a AAA counterparty rating as a credit derivatives
products company from S&P. As a result, we expect third party fees
generated by this segment to increase.

interest income in this segment increased along with collateral cash
balances and acquisitions of syndicated corporate debt investments
beginning in the fourth quarter of 2007.
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!"h PENSES

[nterest expense in this segment represents direct financing costs,
including an asset-backed warehouse line to acquire syndicated
corporate debt investments, as well as intercompany interest
expense on cash we may borrow from our corporate credit facility.
Other expenses in this segment include salaries and other costs of
employees working directly in this business as well as allocations of
corporate costs.

% Change
2007 ve.
{doMars in thousands) 2007 2006 2006
Interest expense $ 1023 § 462 121.4%
General and administrative expenses 11,686 9,046 29.2
Impairment of other assets 75 - -
Total expenses $ 12,784 % 9,508 34.5%

The increase in total expenses in 2007 is due to:

¢ the current year representing a full year of expenses as com-
pared to only six months in 2006 (subsequent to the commencement
of this segment);

¢ higher non-cash compensation costs related to stock option and
restricted share granes issued in 2007,

* fees incurred to obtain our credit default products enterprise
rating; and

* structuring fees paid to Natixis based on a higher volume of
credit intermediation on which the fees are based.

The 2006 period included starc-up costs and termination and other
costs associated with the restructuring of securitization programs in
connection with the launch of this segment.

INcomE BEFORE |t s
% Change
2007 Vs.
{dollars in thousands) 2007 2006 2006
Income (loss) before other altocations $ 2,964 % (5,864) 150.5%

The loss in 2006 principally reflects startup costs that offset fee income
as the business was launched in the middle of the year. The 2007
resulis reflect the full year of operations and the increased revenue

streams as described ahove.

~eepiT Resk Propucts CAD

The increase in CAD results is due to expansion of aperations since
the inception of the business in mid-2006. As we continue to seek
opportunities to provide services external to Centerline, we expect
revenues and CAD to benefit accordingly.

See Note 24 to the consolidated Anancial statements for a description

of CAD and a reconciliation to net income.
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CONSOLIDATED PARTNERSHIPS
The results of Consolidated Partnerships reflected entities in which
we have a substantive controlling general partner or management
member interest or in which we have concluded we are the primary
benefciary of a variable interest entity in accordance with FIN 46(R).
With respect to the LIHTC Fund Partnerships and LEHTC Property
Partnerships, we have no equity interest or, in the case of 37 partner-
ships, an insignificant equity interest. With respect to the CMBS
Fund Partnerships and the High-Yield Debt Fund Partnership, we
have ownership of up to 25.0% and also receive addinonal equity
income allocations as manager,

A summary of the impact the Consolidated Partnerships have on our

consolidated statement of operations is as follows:

Years Ended December 31,

2007 2006 2005
LIHTC CMBS and LIHTC (MBS and LIHTC

Fund and High Yield Fund and High Yield Fund and

Praperty Deht Fund Property Debt Fund Property
{in thousands) Partnerships Partnarships Total Partnerships  Partnerships™ Total Partnerships
Revenues $ 76,645 $ 181,376 $258,021 $ 48,338 $ 41,318 $ B8g,656 $ 27956
Interest expense (19,245} (81,076) (100,321) (25,989) (21,937) {47.926) (26,322}
Other expenses (106,360) (6,671} {113,031 {81,704) (438) (82,142) (53,028)
Partnership expenses eliminated

in consolidation {79.651) (z29) (79,8840) {67.721) - (67.721) (49,519}

Income {loss} on investments (321,798) (19,309) (341,107) (273.892) (4,340 (278,232) (247,986}
Allocations to limited partners 450,437 (51,544) 398,893 400,680 697 401,377 349,531
Net impact $ (28) % 22,547 $ 22,575 $ (288 % 15,300 $ 15,012 $ 632

(1) Represents period from date of Centerlinie Investor’s acquisition in August 2006,

The net impact represents the equity income we earn on our co-
investments which is included in our net income.

The following table summarizes the number of Consolidated
Partnerships over the three year period:

December 31,
2007 2006 2006
LIHTC Fund Partnerships 132 113 99
LIHTC Property Partnerships 54 55 36
CMBS Fund Partnerships 3 2 -
High-Yield Debt Fund Partnership 1 1 -

LIHTC Fund Partnerships and
LIHTC Property Partnerships

Our Affordable Housing scgment earns fees from LIHTC Fund
Partnerships and interest on mortgage revenue bonds for which
LIHTC Property Partnerships are the obligors. The LIHTC Fund
Partnerships are tax eredit equity invesunent funds we sponsor and
magnage. The LIHTC Property Partnerships are partnerships for
which we have assumed the role of general partner.

The increased revenue, expense, equity loss and allocaton amounts
in 2007 are due to the addition of 19 LIHTC Fund Partnerships over
the past year and the assumption of the general partner interests in 22

LIHTC Property Partnerships which occurred in the fourth quarter
of 2006. The current year reflected a full year of activity for these

properties.

As third party investors hold virtually all of the equity interests in
these entities, we allocate results of operations of these partnerships
to such third party investors except for a de minimis amount which

represents our nominal ownership.

CMBS Fund Partnerships and
High-Yield Debt Fund Partnership

The CMBS Fund Partnerships and the High-Yield Debt Fund
Partnership were initially included in this segment upon our acquisi-
tion of Centerbine Investors in August 2006, The higher amounts of
revenue and expenses associated with these funds are due to the inclu-
sion of the results in all of 2007 as compared to the post-acquisition
period in 2006. In addition, the growth of the funds and the launch-
ing of a third CMBS fund in the third quarter of 2007 contributed ro
the current year increase.

Included in income {loss) on investments in 2007 is a $20.9 million
impairment charge recorded in one of our CMBS Fund Partnerships
associated with retained CMBS certificates as the fund is scheduled
to liquidate in the next two years and may not hold the assets unal

recaovery.
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Liouinity anp Caps REst

Liquidity

A significant part of managing our liquidity includes the onguoing
ability to accommodate growth of assets under management, fund
and maintain investments including ongoing commitments, pay
compensation and other general business operations, including our
contractual obligations. Liquidity management involves forecasting
funding requirements and maintaining sufficient capital to meert the
fluctuating needs inherent in our business operations as well as unan-
ticipated events.

We fund our short-term business needs (including investments)
primarily with cash provided by operations, securitization of invest-
ments, repurchase agreements and revelving or warchouse credit
facilides. Our primary sources of capital to meet long-term liquidity
needs (including acquisitions) are debt and various types of equity
offerings, including equity of our subsidiaries.

Turbualence in credit markets that began in 2007 has led o decreased
availability of many forms of financing. Specifically, since mid-2007
we have experienced a sharp decline in our common share price and

more constrained ereditin the following areas:

e for our new corporate credit facility, the terms include a higher
rate of interest, a more rapid amortization of principal and more
stringent covenants than were the norm in prior periods;

* with respect to short term repurchase financing, which we use
to accumulate CMBS invesuments in our Commercial Real Estate
Group and CMBS Fund Partnerships within the Consolidated
Partnerships segiment, advance rates for such agreements have
declined. compounding the effect on borrowing as market values
of the collateral assets have declined. Additionally, the market for
issuing CDO financing has deteriorated. impeding our ability to
replace the repurchase financing with more cost effective perma-
nent financing; and

s lenders for our mortgage loan warchouse line (some of which
have also experienced recent credit restrictions) have sought to
lower their exposure to specific borrowers or collateral types, result-

ing in lower borrowing capacity for us.

We believe that our existing financing capacity and cash How from
current operations are adequate to meet our immechate and long term
liquidity requirements with respect ta our operations. Nonetheless,
as business needs warrant, we may issue other types of debe or equity
in the future, although current market conditions could make such

forms of financing very costly.

Our access to capital markets can be affected by factors outside our
control, as discussed above. In addition, with respect t both short-
and long-term business needs, access to capital markets is impacted by
market conditions and the short- and long-term debt ratings assignedd
by independent rating agencies, The table below summarizes the
credit ratings for us and our consolidated subsidiaries as of December

31, 2007
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Centerline
Holding Centerline Equity
Company Financial LLC [ssuer
Rating Rating Rating
Mooady’s Investor Services
Corporate credit Ba3 - -
Senior debt Bas Aaa -
Mezzanine debt - Al -
Preferred shares - .- Aaa
Standard & Poor's
Corporate credit 8B AAA
Senior debt BB AAA .
Mezzanine debt - A+ -

We believe that our credit ratings provide us adequate access to the

capital markets given our current expected cash needs.

Cash Flows

(in thouszands) 2007 2006 2006
Cash provided by {used in}

operating activities $ 259,884 $ 103,309 $ (3,553
Cash provided by {used in}

investing activities 1,218,354 (540,583) (368,755)
Cash (used in) provided by

financing activities (1.519,940) 454.792 462,316

Net change in cash $ (41,702) % 17,518 $ 090,008

OPERATING ACTIVITIES

Despite the net toss in 2007, our cash flows from operations increased
over the 2006 level. As much of the net loss was caused by non-cash
charges (such as fair value changes in interest rate derivatives, impair-
ment charges and non-cash compensation) and realized losses from
investing activities (such as the loss on the mortgage revenue bond
re-securitization} those amounts are excluded from the calculation of
operating cash Hows. The underlying increase in cash flows in this
category was due to increased hability balances and receipts of fees
and markedly lower receivable balances at the end of 2007 as com-
pared to the prior year.

Operating cash Aows in 2006 were higher than in 2005 due primarily
to a sharp reduction in the level of mortgage loans receivable during
2006 as a result of the high level of December 2005 originations that
were not sold until the first quarter of 2006. Conversely. in the 2005
period, the increasing level of mortgage loan originations resulted
in a net addition to the asset balance during that period. In addi-
tion, liabilities increased in the 2006 period to a greater extent than
in 2005 due 1o higher collections of deferred revenues in connection
with fund origination activity. These increases were partially offset
by increased collateral deposits in connection with commencernent
of our Credit Risk Products Group and higher receivable balances,
particularly with respect to advances to partnerships.

INVESTING ACTIVITIES

I[nvesting inflows were principally due o the cash received in the
mortgage revenue bond re-securitization transaction coupled with

a lower level of martgage revenue bond originaton activity prior to
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the transaction and lower levels of net investing activity in our other
businesses. Additionally, eutflows in the 2006 period included the
acquisition of Centerline Investors. These factors were offset by a
higher level of net cash placed as collateral due to escrow require-
ments associated with the re-securitization and the replacement of
investment assets collateral with cash following the transaction and a
$62.7 miliion increase in vur loan to AMAC.

Cash used in investing activities was higher in 2006 as compared to
2005 primarily due w the Centerline Investors acquisition, offset in
part by an investment sold to AMAC in April 2006, a decrease in
restricted cash due to reduced restricted cash requirements when we
restructured our securitization programs and returns of capital from

Centerline Investors prior to our acquisition.

FinaNCING ACTIVITEES

Financing outtlows in 2007 were primarily associated with the re-
securitization transaction whereby we repaid virtually all of our exist-
ing securitization debt. Additionally, we repaid a substanual portion
of wur eredit facility debt as part of the transaction while 2006 included
an increase due to the Centerline Investors acquisition. Contributing
1o the decrease in outflows was the higher level of share repurchases
in the first half of 2007. Offsetting these factors was the cash received
in the resecuritization transaction that pertained to mortgage revenue
honds treated as financed rather than sold.

Financing inflows in the 2006 period were lower than in 2005, While
we borrowed through a new credit facility to finance the Centerline
Investors acquisition, the level of financing inflows was offset by
the repayment of warehouse line borrowings associated with 2006
mortgage loan sales as noted in the discussion of operating cash flows
above. Also mncluded in financing activities are the proceeds and
repayments related to the restructuring of our securitization pro-
grams and borrowings to capitalize our Credit Risk Preducts Group.
Also contributing to the overall decrease in financing activities were
treasury stock purchases made during the year,

Liguidity Regusrements after December 31, 2007

During February 2008, equity distributions were paid as follows:

{inthousands}
Common/CRA shareholders $ 24,879
SCU/SCl holders 8,663
4.4% CRA Preferred shareholders 1,193
Equity Issuer Preferred shareholders 6,281
Total $ 41,016

In January 2008, we loaned $20.2 million (in addition to $13.5 million
advanced prior to December 31, 2007) to a CMBS Fund Partnership
that we sponsored to allow it to cover margin calls for its repurchase
facility borrowings. In the first quarter of 2008, investors in the fund
provided bridge loans to allow the fund to fully repay its repurchase
facility burrowings and we expect to recover a portion of the loans.
The remainder will remain as loans due from the fund, of which
$22.3 million will be a two-year loan earning 14% interest,

A portion of the cash recetved from the mortgage revenue bonds re-
securitized with Freddie Mac (see Note 4 to the consolidated financial
statemcnts) was required to be placed in escrow in connection with
stabilization requiremnents for certain properties securing some of the
mortgage revenue bonds, Of the required amount, $50.0 million was
unfunded as of December 31, 2007, although the required amount
will decrease as the associated bonds satisfy stabilization require-
ments. Also in connection with the transaction, we incurred transac-
tion costs of $35.3 million that were not paid at the time of ¢losing.
The escrow amount will be funded and the transaction fees paid upon
receiving additional commitments for our new credit facility, with the
escrow funding taking precedence.

Management is not aware of any trends or events, commitments or
uncertainties, which have not otherwise been disclosed, that will or
are likely to impact liquidity in a material way {see also Commitments

and Contingencies below).
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Capital Resources

Financing OBLIGATIONS

December 31, 2007

Available Maximum

{in thousands) 2007 2006 to Borrow Commitment
Credit Facilities:

Term loan % 140,000 $ 249375 3 - $ 140,000

Revolving credit facility 210,000 177,500 15,000 225,000
Other Notes Payable:

CMC warehouse line 32,302 122,459 117,608 150,000

Multifamily ASAP plus facility 58,413 - N/A N/A

Commercial Real Estate repurchase lines 56,912 41,598 - -

Syndicated corporate debt warehouse Line 5,423 - 94,577 100,000

QOther 2,838 233 N/A N/A
financing Arrangements:

P-FLOATS/RITES 14,275 403,381 NIA N/A

Floats/Residuals - 944,799 N/A N/A

Fixed-Rate Securitizations - 452,990 N/A N/A

Secured Financing 548,227 - N/A N/A
Capital Structure

{excluding Consolidated Partnerships) $ 1,068,390 $ 2,392,335 $ 227,275 $ 615,000
Consolidated Partnerships 1,997,332 1,547,651 NfA N/A

Total $ 3,065,722 $ 1,939,986 $ 227,275 $ 615,000
Crepir FaciLiTIES * aminimum ratio of consolidated EBITDA to fixed charges;

In connection with the re-securitization of our mortgage revenue
bond portfolio in December 2007, we terminated our existing credit
facilities and entered into a Revolving Credit and Term Loan
Agreement (the “Credit Facilities”). The Credit Facilities provide us
with:

1. a$140.0 million term loan (subject to an increase of up to $10.0
million upon additional lenders” commitments). which marures on
December 26, 2008 (the “Term Loan”); and

2. a$225.0 million revolving credit facility (subject to an increase
of up to $75.0 million upon additional lenders’ commitments and
subject to a step-down to $275.0 million on March 30, 2009). The
revolving credit facility matures on June 26, 2009, subject to a six-
month extension at our option {the “Revolving Credit Facility™).

The Credit Facilities bear interest at a rate of LIBOR plus a margin of
3.00% or a rate based on the prime rate.

Qur Credit Faciliies are available for general corporate needs, with
up to $25.0 million (increasing to $50.0 millien at such time Revolving
Credit Facility lender commitments exceed 8275.0 million) exclu-
sively allocated to funding equity partnership investments of our
Affordable Housing segment.

Our Credit Facilities require us to satisfy certain financial and other
covenants including {as defined in the agreement}):

s aminimum level of consolidated net worth;
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¢ o minimum ratio of funded debr to consolidated EBITDA;
and

¢ certain limitations on distributions (including distributions to

minority interest holders).

As of December 31, 2007, we believe we were in compliance with all
covenants of our Credit Facilities.

Far more informaton see Note 11 to the consolidated financial state-

ments.

Otner NoTgs PAvaBrLE

Orther notes payable consist principally of asset backed debt arrange-
ments. The CMC warchouse line the Multifamily ASAP Plus facil-
ity are warehouse lines utilized by our Commercial Real Estate loan
originations business and are collateralized by loans for which we
have pre-arranged sale commitments. Other credit lines support
the syndicated corporate debt investing business included within
our Credit Risk Products segment and repurchase facilities for
Commercial Real Estate investments we hold for our own account or
held prior to placement in CMBS Funds.

Our repurchase facilities provide us with liquidicy based on specified
advance rates and the fair value of collateral assets. Although we
may experience margin calls in the ordinary course of business due
to fluctuations in those fair values, as of the date of this filing we have
not experienced any significant addidonal margin calls despite recent
turbulence in the eredit markets.
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Far more information see Note 11 to the consolidated financial state-

ments.,

Financing ARRANGEMENTS AND SEcuren FiNawcing

In December 2007, we completed the re-securitization of most of our
mortgage revenue bond portfolio. Asa result, we terminated all exist-
ing financing arrangements with the exception of one securitization
under our P-FLOATS/RITES program. For certain bonds included
in the re-securitization, we have continuing involvement which pre-
cluded sale treatment despite consideration received from Freddie
Mac. For such mortgage revenue bonds, we established a liability for
the amount received pursuant to the re-securitization from Freddie
Mac. For more information see Notes 4 and 12 to the consolidated
financial statements.

ConsoLipaTED PARTNERSIIPS

The capital structure of our Consolidated Partnerships comprises
debt facilities that are non-recourse to us, including:

* three CDO financing arrangements of the CMBS Fund
Partnerships;

* notes payable by LIHTC Fund Partnerships collateralized
either by the funds’ limited partners’ equity subscriptions or by the
underlying investments of the funds; and

* repurchase agreements for the CMBS Fund Partnerships and
the High-Yield Debt Fund Partership.

The funds we manage may and, due w recent market conditons,
have experienced margin calls in the ordinary course of business due
to fluctuations in fair values. As manager, we are not obligated to
provide liquidity or capital resources outside of those available within
the fund to cover such margin calls; however, we may choose to pro-
vidde financing, generally in the form of short-term loans, to fund the
margin call. In addition, we generally have the right to call capital
from the investors, which would also result in additional capital
required by us to the extent we have a co-investment in the impacted
fund. For more informarion see Note 23 to the consolidated financial

statements.

For the year ended December 31, 2007, our CMBS Fund Partnerships
made net cash payments due to margin calls/margin receipts on
repurchase facilities. These margin calls increased in 2008 due 1o
volacility in CMBS markets and tightening of credit by many lend-
ers, leading us to secure bridge financing from one fund’s investors
(including our subsidiary) in the first quarter of 2008 to replace the
existing repurchase facilities. Upon securing this bridge financing,
and upon the termination of a subscription hne in our High-Yield
Debt Fund Pareneeship, our Consolidared Partnerships will no longer
be subject to such margin calls.

Equiry

Other than our commen shares, we have several classes of equity out-
standing, provided in the table below, with varying ¢laims upon our

incormne and cash flows:

(in thousands) 2007 2006
Mezzanine equity:
Minority interests in subsidiaries $ 176,716 $ 247,390
Preferred shares of subsidiary
(not subject to mandatory repurchase) 104,000 104,000
Redeemable CRA Shares 69,888 .
Permanent equity:
CRA Shares 118,160 203,101

MixoriTy INTERESTS IN SURSIDIARIES

Minority interests in subsidiaries as of December 31, 2007, consisted
of 8CUs and SClis both of which were issued in connection with
acquisitions. SCUs entitle their holders to a clatm on the income and
cash flows of certain of our subsidiaries through which we operate
our LIHTC fund sponsorship business, are convertible into common
shares on a one-for-one basis and are entitied to tax-adjusted divi-
dends based on the common dividend rate. SCI holders are entitled to
distributions at the same time as, and only if, we pay distributions on
our common shares. Asof December 31, 2007, SCI distributions were
$1.72 per year, subject to an adjustment in the amount of 95% of the
percentage increases or decreases in the dividends paid by us on our
common shares. The SCIs are convertible inte common shares on a
one-for-one basis. In December 2007, we announced our intention to
pay dividend on our common share at a rate of $0.60 per share on an
annualized basis in 2008, subject o declaration and approval by our
Board af Trustees.

SMUs (which were economically similar to 8Cls but were associated
with anather subsidiary) were all redeemed or converted prior to

December 31, 2007,

For more information see Note 15 to the consolidated financial state-

ments.

PREFERRED SHARES DF SUBSIDIARY

As of Decernber 31, the preferred shares of Equity Issuer entitle their
holders to a claim on certain residual interests retained in connection
with the re-securitization of the Affordable Housing bond portfolio
in December 2007, As the interest income we will earn from those
retained interests matches the preferred dividend requirement of the
shares and the principal amounts and terms of the certificates and
preferred shares are equivaleny, the preferred interest are cffectively
matched funded for economic purpases. They have no voting rights
with respect to Centerline Holding Company and are not convertible
into Centerline Holding Company common shares. See also Note 15

to the consolidated financial statements.

CoMMUNITY REINVESTMENT ACT SHARES

Community Reinvestment Act (*CRA”} shares consist of:

¢  Convertible CRA Preferred Shares (“Convertible CRA
Shares™); and

¢ 4.4% Perpetual Convertible CRA Preferred Shares (*4.4%
Convertible CRA Shares”).
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Certain of the holders of Convertible CRA Shares and 4.4%
Convertible CRA Shares have exercised options allowing them to

redeem the shares at an unspecified time in the future._These are.col-

lectively referred to as “Redeemable CRA Shares™,

The Convertible CRA Shares are economically equivalent to our
common shares, receiving the same dividend. Unlike the common
shares, however, these shares are not publicly traded and do not
have voting rights. Our CRA shares were initially intcnded to entitle
the holders to “credit” under the US government’s Community
Reinvestment Act. As a result of the re-sccuritization transaction
with Freddie Mac in December 2007, we do not believe thar these
shares witl continue to qualify for credits under the Community
Reinvestment Act. These shares are convertible into common shares
at the holders’ option, mostly on a (me-ﬂ'nj-q’nse basis. We first issued
Convertible CRA Shares during 2000 and the program became
popular with a broad range of banks that invest in our shares to
both make an investment in us and to make qualifying Community
Reinvestment Act investments. '

The 4.4% Convertible CRA Shares are similar to the Convertible
CRA Shares in that they entitle the holder to CRA “credit” and are
convertible into common shares without having voting rights prior
to conversion. Unlike the Convertible CRA Shares: however, these
shares carry a fixed dividend and each will be convertible into com-
mon shares at the option of the shareholder at a rate of approximately
1.8i:1 beginning in July 2008 (a rotal of 2.1 million common shares,
subject to adjustment). Also beginning July 2008, we may redeem the
shares at a price equal to their liquidation amount plus any acerued
and unpaid distributions.

Ré

The Redeemable CRA Shares retain the economic characteristics
described above except that some holders have forfeited their rights
to convert the shares to common shares and the redeemable 4.4%
Redeemable Converuble CRA Shares have increased the dividend
rate to 3.2%. All of the Redeemable CRA Shares can be redeemed (at
the holders’ option) for the original issuance price of the shares. Due
o the redemption feature no associated with these shares, they are

now classified as temporary or “mezzanine” equity.

Preferred Shaves

In January 2008, we issued 11.2 million 11.0% Cumulative Convertible
Preferred Shares, Series A-1 {("11.0% Preferred Shares”) in a private
placement. The entire issue was purchased by an affiliate of TRCLP.
The shares have a liquidation preference of $11.70 per share, are
convertible into 12.2 million commeon shares and are entitled to vot-
ing rights as if converted into common shares. In January 2008, we
announced a rights offering that entitles shareholders to purchase
these shares from the TRCLP affiliate, and the TRCILP affiliate will
retain any shares not purchased as part of the rights offering, which
we expect ta complete in April 2008,

Shelf Registration

In October 2004, we filed a shelf registration with the SEC pro-
viding for the issuance of up to $400.0 million in common shares,
preferred shares and debt securities, The shelf registration was
declared effective on March 1, 2005 and was available for use begin-
ning April 1, 2006

Further information about our equity instruments is included in
Notes 15, 16 and 17 to the consolidated financial statements.
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COMMITMENTS AND CONTINGENCIES

CoNTRACTUAL OBLIGATIONS

The following table provides our commitments as of December 31,
2007, to make future payments under our debt agreements and other
contractual obligarions:

Payments due by Period

(in thousands) Total Less than 1year 1-3 years 3-5 years Mare than 5 years
Financing arrangements and

secured financing @@ $ 562,502 $ 4,660 $ 13,513 $ 14275 $ 530054
Notes payable ®@ 505,888 295,888 210,000 - -
Operating lease obligations 71,562 8,688 17,017 14,413 IL444
Subleases {6.809) (2,359} (2,514} K (2.635) (zo2)
Unfunded investment commitments ® 308,445 137,418 171,027 - -
Preferred shares of subsidiary

(subject to mandatary repurchase) 273,500 -- - - 273,500

Subtotal before Consolidated Partnerships 1,715,088 445,295 409,043 26,054 834,696
Notes payable of consolidated partnerships 4 458,367 262,153 35,527 159,675 1,012
Financing arrangements of

consolidated partnerships 1,128,376 5,471 - 298,500 824,405
Repurchase agreements of

consolidated partnerships 410,589 410,589 - - -
Consolidated Partnership unfunded

investment commitments 970,602 294,804 458,147 217,651 -

Subtotal of Consolidated Partnerships 2,967,934 973,017 493,674 675,826 825,417

Total $ 4,683,022 $ 1,418,312 $ oo2,717 $ 701,880 $ 1,660,113

(1) The omounts included in each category reflect the current expiration, reset or renewal date of each facility or security certificate. Management hos the intent and believes it has
the obility to renew, refinance or remorket the borrowings beyond their current due dates. Of the finuncing arrongements ond secured financing bolance, $348.2 miltion repre-
sents a liability established related to mortgage revenue bonds re-securitized in December 2007 which was not accounted for as g sale due to continuing invelvement with the
undetlying assets. Ameunts are based upon the expected repayment dates of the underlying bonds (see Notes 6 and 12 to the consolidated financial statements).

(2} Recourse debt represents principal amount only, The weighted average interest rate ot petiod end, including the impact of swaps, was 6.63%.

(3) Ofthis amount, $292.3 million represents mortgage loan origination commitments with corresponding sale commitments.

(4) Ofthe nates payable of consalidated partnerships, $256.0 million dre collateralized by equity subscriptions of certain equity portners of the investment funds. Under the partner-
ship agreements, the equity partners are also abligated to pay the principol and interest on the notes. Of the remaining bolance, $167.0 miflion s colioteralized with the underly-
ing properties of the consolidated operating partnerships. All of this debt is non-recaurse to us. :

{5} To be funded from capitel of Consolidated Partnerships. Payments of investment commitments are based on property performance thresholds as defined in the partnership
agreements. The estimated scheduled payments can vary based on the actual performance of the properties.

Ot Balance Sheet Arrangements

(2) We see these transactions os opportunities te expand our Affordable Housing busi-
The following table reflects our maximum exposure and the carrying ness by offering broad capital salutions to customers. To date, we have had minimal
expasure to losses and onticipate no material liquidity requirements in satisfaction

amounts as of December 31, 2007 for guarantees we and our subsid- . ]
i of any errangement. The carrying volues disclosed above relate to the fees we eorn

iaries have entered into and other contingent habilities: for the transactions, which we recognize as the fair values,
Maximum Carrying . -
{in thousands) Exposure Amount (3} The loss sharing agreements with Fonnie Mae and Freddie Mac are a normal port
of the DUS and DU lender programs and afford a higher level of fees than we earn
Development deficit guarantees " 3 18,421 % 431 for ather comparable funding sources. The carrying value disclosed obove is our
Operating deficit guarantees @ 7,567 126 estimate of potential exposure under the guarantees, although any funding require-
ACC transition guarantees® 3,245 . ments for stich exposire is based on tr_le contracr_ua.' requirements of the underlyfng
Recapture guarantees @ 147,246 . loans we se{f to Fannie Mae and Freddie Mac, which vary as ta amount and durotion,
Replacement reserve @ 3,132 126 up to a maximum of 30 years.
Guarantee‘of‘ paymenffﬂ. 19,620 36 (4) We see these transactions as opportunities (o expand aur Credit Risk Prodiscts busi-
LIHTC credit intermediation #) 1,519,095 44,296 ness by offering broad capital solutions to customers. To date, we have had minimal
Mortgage banking loss sharing agreements @ 834,726 13,116 exposure to losses and anticipate no material liquidity requirements in satisfaction
Centerline Financial credit default swaps @ 44,015 1,223 of any arrangement. The carrying volues disclosed above relate to the fees we earn
% 2,597,067 % 59,354 for the transactions, which we recognize at their fair values.

(1) Generally relate to business requirements for developers to obtain constrction. The maximum exposure amount is not indicative of our expected
financing. As part of our role as co-developer of certain properties, we issue these
guarantees in order f0 secure properties as gssets for the funds we manage. To
date, we have had minimal exposure to losses under these guarantees and antici- 25 to the consolidated financial statements.
pate no material fiquidity requirements in satisfaction of eny guarantee issued. The
carrying values disclosed above relate to the fees we earn for the transactions, which
we recognize as the fair values.

losses under the guarantees. For details of these transactions, see Note

B7
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APPLICATION OF CRITICAL ACCOUNTING
POLICIES AND ESTIMATES

Our consolidated financial statements are based on the selection
and application of GAAP, which requires us to make estimates and
assumptions that affect the reported amounts of assets, liabilides,
revenues and expenses. These estimates and assumptions sometimes
involve future events that cannot be determined with absolute cer-
tainty. Therefore, our determination of estimates requires that we
exercise judgment. While we have used our best estimates based
on the facts and circumstances available to us at the time, different
results may actually occur and any such differences could be mate-
rial 1o our consolidated financial statements, Unless otherwise noted,
we applied our critical accounting policies and estimation methods
consistently in all material respects and for all periods presented, and

have discussed such policies with our Audit Committee.

We believe the following policies may involve a higher degree of judg-
ment and complexity and represent the critical accounting estimates

used in the preparation of our consolidated financial statements,

FAIR VALUE

Fair value measurements are an integral part of the preparation of
financial statements in accordance with GAAP. In determining
fair value, the selection of the appropriate valuation technique as
well as determination of inputs, assumptions and estimates for each
technique requires significant judgment.  Although we believe that
the inputs used in our valuation techniques are reasonable as of the
measurement date, a change in one or more of the inputs could result
in an increase or decrease in the fair value of certain assets or liabili-
ties. Either instance would have an impact both on our consolidated

financial statements.

Provided below are those instances where the determination of fair
alue could have the most significant impact on our financial condi-
tion or results of operations:

SFAS
No. 115, Accounting for Certain Investments in Debt and Equity

Valuation of Investments in Mortgage Revenue Bonds.

Securities, provides guidance on determining the valuation of invest-
ments owned. The initial classification of our investments in the
“available-for-sale” category rather than as “held to maturity” is due
to a provision in most of the mortgage revenue bonds under which
we have a right to require redemption prior to maturity, although
we can and may elect to hold them up to their maturity dates unless
otherwise modified, and the ability of the borrower to prepay the
hond after a lockout period. Because of this classification, we must
carry our investments at fair value, We base the fair value of our
mortgage revenue bonds on observable market transactions, which
may indicate a fair value approximating the unpaid principal balance.
Because mortgage revenue boads typically have a limited marke, in
the absence of observable marker transactions we must exercise judg-
ment in determining what constitutes “fair value”. In those instances.
we estimate the fair value by caleulating the present value of expected
future cash flows under the bonds using a discount rate dependem
upon whether the bonds is secured by a non-stabilized or stabilized
property. For non-stabilized properties. the discount rate is based
upon the average rate of new originations for the quarter leading up
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to the valuation date. For bonds secured by stabilized properties, the
discount rate is reflective of the lower inherent risk. If the property
underlying the bond has substandard performance, a factor is added
to the discount rate to allow for the additional risk. Conversely, if the
underlying property is performing much better than expected, the
discount rate may be reduced to allow for the reduced risk.

In making these determinations, we evaluate, among other factors:

+ issues regarding timely completion of the construction, even if
there is no apparent risk of financial loss.

e whether stabilization requirements (i.e., minimum occupancy

level and debt service caverage for specified periods) not yet met;

»  whether weaknesses exist calling into question the viability of

the project in the near to intermediate term; or

»  whether project viability is in question and defaults exist.

We use these criteria to assess all of our mortgage revenue bonds
and, any bonds meeting these criteria arc assessed for risk of other-
than-temporary impairment. If our analysis indicates that no other-
than-temporary impairtnent has occurred, the fair value of a bond is
considered to be the lower of outstanding face arnount or the present
value of expected future cash flows, with the discount rate adjusted to
provide for the applicable risk factors.

Valuation of Serics B Freddie Mac Certificates. We determine fair
value of the Series B Freddie Mac Certificates, which represent the
residual interests of the re-securitized portfolio, based upon a dis-
counted cash flow model. The assumptions include:

¢ estimating the defaulr and prepayment rates of the mortgage
revenue bonds in the managed portfolio, which estimates are based
on our historical experience and industry studies related to proper-
ties comparable to those underlying the bonds; and

» applying an appropriate discount rate, which we consider in
comparison to comparable residual interests secured by multifam-
ily loans, along with consideration of the tax free nature of the asso-
ciated income,

Valuation of Mortgage Servicing Rights. SFAS No. 140, Accounting
for Transfers and Servicing of Financial Assets and Extinguishments
of Liabilities, as amended, requires that servicing rights retained
when mortgage loans are sold be recorded as assets at fair value and
amortized in proportion to, and over the period of, estimated net
servicing income. Significant judgment is required in accounting for
these assets, including:

»  Determining the fair value of the asset retained when the
associated mortgage is sold and in subsequent reporting periods,
including such factors as costs to service the loans, the estimated
rate of prepayments, the estimated rate of default and an appropri-
ate discount rate to calculate the present value of cash flows; and

e Estimating the appropriate proportion and peried for amortiz-

ing the asset.
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Changes in these estimates and assumptions could materially affect
the determination of fair value.

We assess our mortgage servieing rights for impairment based on the
fair value of the assets as compared to carrying values. We estimarte
the fair value by ubtaining market information from one of the pri-
mary mortgage servicing rights brokers. To determine impatrment,
the mortgage servicing portiolio is stratified by the risk characteristics
of the underlying mortgage loans and we compare the estimated fair
value of each stratum to its carrying value. With respect to our pri-
mary servicing portfolio, we have determined that the predominam
risk characteristic is interest rate and type of loan, For our other
servicing portfolios we have determined that the predominant risk
characteristic is the ability o generate a consistent income stream per
loan due to the short-term nature of the loans being serviced or due to
the fact that certain servicing revenues are not recurring.

When the carrying value of servicing assets exceeds fair value, we rec-
ognize impairment through a valuation allowance; fair value in excess

of the amount capitalized is not recognized.

Impairment of Goodwill and Intangible Assets. SFAS No. 142,
Goodwill and Other Intangible Assets, requires that goodwiil be
tested for impairment at the reporting unit level (operating seg-
ment or one level below an operating segment) on an annual basis
and between annual tests if an event occurs or circumstances change
that would more likely than not reduce the fair value of a reporting
unit below its carrying value. These events or circumstances could
include a significant change in the business climate, legal factors,
operating performance indicatars, competition, sale or disposition of
a significant portion of a reporting unit. Application of the goodwill
impairment test requires judgment regarding the fair value of each
reporting unit which is estimated using a discounted cash flow meth-
odology. This, in turn, requires significant judgments incloding esti-
mation of future cash flows, which is dependent on internal forecasts,
estimation of the long-term rate of growth for our business and the
hfe over which cash flows will occur. Changes in these estimates and
assumptions could materially affect the determination of fair value
and/or goodwill impairment.

In addition, should we determine that goodwill is impaired, we would
also review intangible assets for the same business to determine if they
were also impaired. As with goedwill, any indicators of impairment
of a specific intangible asset would also lead to a review. As the meth-
ods for determining fair values of intangible assets are similtar to those
for determining the fair value of goodwill, the same judgments and

uncertainties apply to these determinations as well.

Our impairment analysis, which is performed annually during the
fourth quarter, did not result in an impairment charge for goodwill or
indefinite hived intangible assets in the years presented.

AcCoUNTING FoR INcoME TaxEs

SFAS 109 establishes financial accounting and reporting standards
for the effect of income taxes. The abjectives of accounting for income
taxes are to recognize the amount of taxes payable or refundable for
the current year and deferred tax liabilities and assets for the future
tax consequences of cvents that have been recognized in an entity’s
financial statements or tax returns. Judgment is required in assess-

ing the future rax consequences of events that have heen recognized
in our consolidated financial statements or tax returns as well as the
recoverability of amounts we record, including deferred tax assets.
Furthermore, these projected future tax consequences include our
assumption as to the continuing tax-free nature of a portion of our
earnings. Variations in the actual outcome of these future tax conse-
quences could materially impact our financial position or our results
of operations. In addition, determining our exposure in connection
with uncertain tax positions in accordance with FIN 48 requires
judgment by management including determination of whether it is
more likely than not that a position would withstand audir and the
measurcment of the tax position and related interest and penalties if
challenged.

CONSOLIDATION

Our consolidated financial statements include the accounts of the
parent trust, its wholly owned and majority owned subsidiary and
statutory trusts, other non-trust subsidiary companies ir controls and
entities consolidated pursuant to FIN 46(R) or other similar account-
ing pronouncements including those governing partnerships. The
analysis as to whether to consolidate an entity is subject to significant
judgment. Some of the criteria we are required o consider include:

*  determination of degree of control over an entity by its various
equity holders;

* design of the entity;
* relationships between equity holders;
¢ determination of primary beneficiary; and

o ability to replace general partners, among others.

These analyses involve estimates, probability weighting of subjective
factors included within cash Aow models, and other estimates based
on the judgment of management.

Qur consolidated financial statements reflect the assets, habilites, rev-
enues and expenses of the Consolidated Partnerships on a gross basis.
The interests of investors in these funds, which comprise the majority
ownership interest, have historically been reflected as limited part-
ners interests in consalidated partnerships. As a result of consolida-
tion, management fees and incentive fees earned by other segments
related to the Consolidated Partnerships segment are eliminated
in consclidarion; however, our allocated share of the net income is
adjusted accordingly such that the consolidarion has no effect on our
net income or loss. The deconsolidation of the funds would have the
impact of significantly lowering our revenues and related expenses
and restoring the presentation of management fees, including incen-
tive fees that had previously been eliminated in consolidanion.

In addition, we use the equity method 1o account for investments for
which we have the ability 10 exercise significant influence over operat-
ing and financial policies. Our conselidated net income includes nur
share of net earnings of these companies. Qur judgment regarding
the level of influence over each equity method investment inchudes
the consideration of key factors such as voting interest, representation
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on the board of directors, participation in policy-making decisions
and materiality of intercompany transactions,

RELATED PARTY TRANSACTIONS

AMERICAN MORTGAGE ACCEPTANCE COMPANY

Through one of our subsidiaries, we manage the operations of
AMAC. [n addition, in March 2007, we entered into a share pur-
chase plan under Rule 10b5-1 under the Securities Exchange Act
of 1934, as amended, whereby we may purchase up o 9.8% of the
outstanding common shares of AMAC in open-market purchases
based on pre-determined parameters. Through December 31,2007,
we purchased 0.6 million common shares (for £5.3 million} under this
plan, or 6.9% of the outstanding common shares of beneficial interest.
Furthermore, in July 2007, we purchased 0.3 million shares of 7.25%
Series A Cumulative Convertible Preferred Shares issued by AMAC
for $7.0 million in connection with AMAC's public offering of such
shares. We aceount for these investments on the equity method as we
can exercise significant influence over AMAC’s financial and operat-

ing policies via our advisory agreement.

In April 2007, we increased the capacity of the revolving credit facil-
ity o AMAC from $50.0 million to $80.0 million and extended the
term to June 2008 with a one year optional extension. This facility,
bearing interest at LIBOR plus 3.0%, is used by AMAC 1o purchase
new investments and for general corporate purpases and had a bal-
ance of $77.7 million as of December 31, 2007. Income we earn from
this facility is included in “Other interest income” in the Consolidated
Statemnents of Operations. In the opinion of management, the terms
of this facility are consistent with similar transactions with indepen-

dent third parties.

Although AMAC has notified us that it is in default under the cove-
nants of the line of credit, we have not exercised our rights to demand

repayment as we believe the advances are recoverable.

THE RELATED COMPANIES L.P.

Subscquent to December 31, 2007, we issued and sold 11.2 million
11.0% Preferred Shares to a company affiliated with TRCLP in a
private offering for an aggregate purchase price of $131.2 million.
The shares have a liquidation preference of $11.70 per share and
are convertible into 12.2 million common shares. The convertible
preferred shares pay cash distributions, subject to declaration by our
Board of Trustees. To the extent distributions are not declared, they

will accrue.

The issuance of the shares was a condition to obtaining the new credit
facility into which we entered at the time we re-securitized our mort-
gage revenue bond portfolio. While other buyers were considered
for the share issuance, the terms desired by those parties would have
resulted in a significantly higher cost of capital.

Subsequently, we initiated a rights offering to allow shareholders
{excluding TRCLP and its affiliates) to purchase the shares that the
TRCLP affiliate purchased. The TRCLP affiliate will “backstop”
the rights offering by retaining any of the 11.0% Preferred Shares that
are not purchased by participants in the rights offering.

Q0

RECENT PRONOUNCEMENTS

In December 2007, FASB issued SFAS No. 160, Noncontrolling
Interests in Consolidated Financial Statements — an amendment of
ARB No. 51 (“SFAS 160™). SFAS 160 requires that a noncontrol-
ling interest in a subsidiary be reported as equity and the amount of
consolidated net incame specifically attributable to the noncontrolling
interest be identified in the consolidated financial statements. It also
calls for consistency in the manner of reporting changes in the parent’s
ownership interest and requires fair value measurement of any non-
controlling equity investment retained in a deconsolidation. SFAS
160 is effective for us on January 1, 2009. We are currensly evaluating
the impact of adopting SFAS 160 on our consolidated financial condi-
tion, results of operations and cash flows.

In December 2007, the FASB issued SFAS No. 141 (revised 2007},
Business Combinations (“SFAS 141(RY"). SFAS 141H{R) broadens the
guidance of SFAS 141, extending its applicability to all transactions
and other events in which one entity obtains control over one or more
other businesses. It broadens the fair value measurement and recogni-
tion of assets acquired, Habilities assamed and interests transferred as
a result of business combinadons. SFAS 141(R) expands on required
disclosures to improve the statement users’ abilities 1o evaluate the
nature and Anancial effects of business combinations. SFAS 141(R)
is effective for us on January 1, 2009. We do not expect the adoption
of SFAS 141{R) to have a material effect on our financial condition,
results of aperations or cash Hows.

In February 2007, the FASB issued SFAS No. 159, The Fair Value
Option for Financial Assets and Financial Liabilities. This statement
was issued with the intent to provide an alternative measurement
treatment for certain Ainancial assets and labilities. The alternative
measurement would permit fair value to be used for both initial and
subsequent measurement, with changes in fair value recognized
in earnings as those changes occur. We did not elect the fair value
option for any of our existing financial statements on the effective
date and have not determined whether or not we will elect this option

for any eligible financial instruments we acquire in the future.

In September 2006, the FASB issued SFAS No. 157, Fair Value
Measurements (“SFAS 1577). SFAS 157 define fair value, establishes
a framework for measuring fair value with respect to GAAP and
expands disclosures about fair value measurcments. SFAS 157 is
effective for our financial assets and liabilities on January 1, 2008, The
FASB has deferred the provisions of SFAS 157 relating to nonfinan-
cial assets and liabilities to January 1, 2009. Due to the requirement
to consider nonperformance factors in determining the fair value for
liabilities, and based on our evaluation to date. we do not expect the
adoption of SFAS 157 to have a material eftect on our financial posi-
tion and results of operations. This statement, however, will require
additional disclosures.

In November 2007, the SEC issued Staft’ Accounting Bulletin No.
109, Written Loan Commitments Recorded at Fair Value Through
Earnings ("SAB 1097). SAB 109 rescinds an existing prohibition on
inclusion of expected net future cash fows related to loan servicing
activities in the fair value measurement of a written loan commit-
ment. SAB 109 also applies to any loan commitments for which fair

value accounting is elected under SFAS 159. SAB 109 is effective as of
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adopting this pronouncement.

QUANTITATIVE AND QUALITATIVE DISCLOSURES
ABQUT MARKET RIsKS

We invest in certain financial instruments, primarily moregage rev-
enue honds and other investments that are subject to various forms
of market risk. including interest rate risk. We scek to prudently and
acrively manage such risks to carn sufficient compensation to justify
the undertaking of such risks and to maintain capital levels which are
commensurate with the risks we undertake.

The assumptions related to the following discussion of market risk
involve Judgments involving future economic market conditions,
future corporate decisions and other interrelating factors, many of
which are beyond our control and all of which are difficule or impos-
sible to predict with precise accuracy. Although we believe that the
assumptions underlying the forward-looking information are reason-
able, any of the assumptions could be inaccurate and, therefore, there
can be no assurance that the forward-leoking information included
herein will prove to be accurate. Duc to the significant uncertaintics
inherent in forward-leoking information, the inclusion of such infor-
mation should not be regarded as our representation that our objec-
tives and plans would be achieved.

INTEREST RATE Risk

The nature of our investments and the instruments used to raise
capital for their acquisition expose us to income and expense volatil-
ity due to fluctuations in market interest rates. Market interest rates
are highly sensitive to many factors, including governmental policies,
domestic and international economic and political considerations and
other factors beyond our eoarrol. A rising interest rate environment
could reduce the demand for multifamily rax-exempt and taxable
financing, which could limit our ability to invest in mortgage revenue
bonds or to structure transactions. Conversely, falling interest rates
may prompt historical renters to become homebuyers, in turn poten-
tially reducing the demand for multifamily housing.

IMPACT ON EARNINGS

Many of our investments bear interest at fixed rates, or pay interest
which do not fluctuate with changes in market interest rates.

In contrast, we have variable-rate debr related to our credit and ware-
house facilities, with rates based on LIBOR. Other long-term sourees
of capital, such as our preferred shares of our subsidiary and our 4.4%
Convertible CRA preferred shares, carry a fixed dividend rate and as
such, are not impacted by changes in market interest rates.

Of the December 31, 2007, total amount of our liabilities labeled on
our Consolidated Balance Sheer as "Financing Arrangements and
Secured Financing” and “Notes Payable”, $512.4 million is variable
rate debt and not hedged via interest rate swap agreements. We also
have large escrow balances maintained by our Portfolio Management
Group and we are entitled 1w the interest earned on those balances. A
1.0% increase in interest rates would therefore result in a net decrease

of our pre-tax income by $11.1 million.

We manage this risk through rthe use of interest rate swaps as
described in Note 14 to the consolidated financial statements. In
additton, we manage our exposure by striving for diversification in
our husinesses, including analysis of our susceptibility to interest rate

changes and by managing our leverage.

CREDIT SPREAD AND MARGIN RISK

Credir spreads measure the yield demanded on loans and securities by
the market based on their credit relative to U.S. Treasuries, for fixed
rate credit or LIBOR, for floating rate credit. Our fixed rate loans
and securities are valued based on a marker credit spread over the
rate pavable on fixed rate ULS. Treasuries of like maturity. Our vari-
ahle rate investments are valued based on a market credic spread over
LIBOR. Excessive supply of such loans and securities combined with
reduced demand will generally cause the market o require a higher
vield on such loans and securities, resulting in the use of higher (or
“wider”) spread over the benchmark rate used o value them.

Widening credit spreads would result in higher yields being required
by the marketplace on loans and securities. This widening would
reduce the value of the loans and securities we hold at the time
because higher required yields resultin lower prices on existing secu-
rities in order o adpst their yields npward to meet the marker.

At December 31, 2007, a 1.0% movement in credit spreads would
impact the book valuc of the applicable assets by approximately 5.0%.
Under the terms of our repurchase agreements, when the estimated
fair value of the existing collaterat declines, the lenders may demand
additional collateral or repayment of debt (i.e, a margin call). This
could result from principal reductions due 1o scheduled amortization
payments, unscheduled principal payments on the mortgages under-
lying our investments, changes in market interest rates and other

market factors.

Should market interest rates and/or prepayment speeds on our invest-
ments continue to increase, margin calls on our repurchase agree-
ments could substantially increase, causing an adverse change in our
liquidity position and strategy. The sources mentioned above may
not be sufficient to meet our obligations, including margin calls, as
they come due; as a result, further margin calls may result in addi-
tional asset sales.

g1




The following stock performance graph compares total shareholder return for the Company at December 31, 2007 to the Standard & Poor’s 500
Index and the Russell 2000 Index. We are currently one of the companies included in the Russell 2000 stock index. an index that measures the
performance of small market capitalization companies. The graph assumes a $100 investment on December 31,2002, All stock price performance
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figures include the reinvestment of dividends.

COMPARISON OF 5-YEAR CUMULATIVE TOTAL RETURN*

AMONG CENTERLINE HOLDING COMPANY, THE S&P 500 INDEX AND THE RUSSELL 2000 INDEX

Y

— e ?

250
200
D
0]
150
L 5
L
A
R 100
5
50
o ; R .
12/02 12/03 12/04 12/05 12/06 12/07
—&— CENTERLINE -— & — 58Ps5oo0 ---@---RUSSELL 2000
* $100 Invested an 12/31/2 in stock orindex; includes reinvestment of dividends. Fiscal year ending December 31.
CUMULATIVE TOTAL RETURN
Years Ending
Company { Index Base Period 12f02 1203 12f04 12f05
Centerline Holding Company 100.00 130.57 161.94 161.53
S&Pso0 100.00 128.68 142.69 149.70
Russell 2000 100.00 147.25 174.24 182.18
TRADING AND DIVIDEND INFORMATION
Common Stock Market Price Dividends
Low High Declared
2007 Quarter Ended:
March 31 $18.50 $21.87 $0.42
June 30 $16.75 $16.95 $0.42
September 30 $10.35 $18.47 $0.42
December 31 $ 6.28 $16.02 $0.42
2006 Quarter Ended:
March 31 $19.52 $22.65 $0.42
June 30 $16.86 $20.13 $0.42
September 30 $18.10 $21.05 $0.42
December 3t $19.52 $21.76 $0.42

As of March 31, 2008, there were 2,876 registered common shareholders owning 51,014,497 common shares.
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SHAREHOLDER [NFORMATION

T S CATTRUETESS

Stephen M. Ross - Chairman
Founder, Chairman and

Chief Executive Officer of
Related Companies

Jeff T. Blau®
President of Related Companies

Leonard W. Cotton
Vice Chairman of Centerline Capital Group

Robert |, Dolan®®

Dean of the Stephen M. Ross School of
Business at the University of Michigan

Nathan Gantcher@GHs)
Managing Member of EXOP Capital LLC

Jerome Y. Halperin®s

Retired Partner of
PricewaterhouseCoopers, LLP

Robert L. Loverd @

Former Managing Cirector of
Credit Suisse

Robert A. Meister@&)

Vice Chairman of Aon RiskServices
Companies, Inc,

Janice Cook Roberis*ie
Director of Kohlberg Kravis Roberts & Co.

Marc D. Schnitzer

Chief Executive Officer and President of
Centerline Capital Group

Thomas W. White®

Retired Senior Vice President of
Fannie Mae

0 Audit Committee

& Compensation Committee

¥ Neminating/Governance Committee
“investiment Committee

& Capitai Markets Committee

© ead Independent Trustee

* Ms. Roberts will not stand for re-election
as a Trustee when her term expires in june, 2008,
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Marc D, Schnitzer
Chief Executive Officer and President

Leonard W. Cotton
Vice Chairman

Robert L. Levy
Chief Financial Officer

SILVARHIOLDLA D -0AMATION

Corporate Office
625 Madison Avenue
New York, NY 10022
{212) 317-5700

Website
www.centerline.com

Employees
Centerline had over 500 employees as
of December 31, 2007

Independent Accountants
Deloitte & Touche LLP

Counsel
Paul, Hastings, janofsky & Walker LLP

Stock Listing

The New York Stock Exchange
Symbol: CHC

Transfer Agent & Registrar
Computershare Trust Company,
N.A. Centerline Holding Company
P.0. Box 53010

Providence, Rl 02940-3010

(Boe) 730-6001
www.computershare.com

Dividend Reinvestment Plan
Centerline Helding Company offers
its common shareholders a Dividend
Reinvestment Plan. Shareholders
whe enroll in the Plan will have their
quarterly dividend auiomatically
reinvested toward the purchase of
additional shares of Centerline Holding
Company common stock. Costs

and commissions associated with the
Plan are paid for by the Company.

For more infermation, please contact
our Transfer Agent, Computershare,
at [Boa) 730-6001,

Direct Deposit of Dividends
Centerline Helding Company’s direct
deposit dividend program provides

for free, automatic deposit of quarterly
dividend payments into a checking

or savings account, For more information,

please contact our Transfer Agent,
Computershare, at (800) 730-6001.

Investor Relations
[Boo) B31-4826

Tax Information

Shareholders may obtain a copy
of their Centerline Schedule K-1 at
www.centerline.com

Form :0-K and CEQ/CFQ Certificationg
A copy of the Trust's Annual Report on
Form 10-¥, filed with the Securities

and Exchange Commission, is available
to shareholders without charge

by written reguest to our Investor
Relations Department.

Our Form 10-K is also available on our
website at www.centerline.com,

The most recent certifications by our
Chief Executive Officer and Chief
Financial Officer’pursuant te Section 302
of the Sarbanes-Oxley Act of zo02

are filed as exhibits to our Form 10-K.
We also have filed with the New York
Stock Exchange the most recent

Annual CEQ Certification as required by
Section 303A.12(a) of the New York
Stock Exchange Listed Company Manual,

Shareholder Account Access
Shareholders of record can receive online
account information and answers

to frequently asked questions regarding
shareholder accounts via Centerline'’s
website at www.centerline.com.

Annual Meeting

The Annual Meeting of Sharehotders
will be held on June 12, 2008, at 1o:00a.m.
at the offices of Paul, Hastings,
|lanofsky & Walker LLP, 75 East 55th
Street, New York, NY.
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